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Editorial Comment 


The address of the Finance Minister, deliv- 
Problems of ered at the Ontario Institute dinner and 
Trade and printed in this issue, was a very capable 
Exchange exposé of Canada’s problems in foreign trade 

and foreign exchange. Just now, of course, 
commerce is still under the shadow of the war, and is to a 
considerable degree founded on UNRRA contributions and 
on loans. As long as the world is beset by political turmoil, 
territorial disputes and threats of war, a smooth economic 
flow is not possible. But to assume that these conditions 
are permanent—that we will always have to be bolstering 
up customers here and there in order to place our goods, 
and that we must make reciprocal bargains with others be- 
fore we will take theirs—is a denial of all economic sense 
and of all the hopes for a freer exchange which were ex- 
pressed in recent years. 

Problems of exchange of course are incidental to com- 
modity trade, services, tourist traffic, capital transfers and 
other items which enter into the international balance, and 
should boil down, where the gold standard is operating, to 
movements of gold, or, in its absence, to variations in the 
exchange rate. 
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It at least is obvious that the volume of trade that could 
be worked out by our selling to Brazil the amount of wheat 
to balance the coffee we wish to import from Brazil, even 
if multiplied into thousands of deals in many commodities 
and among various nations, would still leave us short of 
reasonable world prosperity. What we need is the freedom 
to sell our wheat anywhere we can, thereby to acquire the 
gold or other foreign exchange so that we can purchase the 
coffee anywhere we like. Any system short of this is fail- 
ure. And since nationalism is still prevalent, and threatens 
once more to express itself in tariff barriers, currency de- 
preciation and other forms of economic warfare, it will 
probably take a well developed international body to sus- 
tain conditions for a reasonable volume of world commerce. 
Mr. Ilsley’s address tells us about immediate problems, but 
leaves us still with the hope that they will not be permanent. 


In the course of his address, the Finance 
Chartered Minister suggested that it might be a good 
Accountants idea for some of the new-fledged chartered 
and Public accountants to take a look at the possibilities 
Life of political life. This journal would hesitate 

to endorse the suggestion, and would be the 
last to claim that public affairs could be embraced within 
the boundaries of accounting procedure. With that pro- 
viso, we quote the comment of an impartial authority—the 
financial editor of the Toronto Globe and Mail: 

“Think of what would result from the continuous offi- 
cial and unofficial audits of government spending. Crown 
companies would no longer be able to get away with talk 
of output without giving data on unit costs over years. The 

‘people of Canada would learn from experts when expenses 
were too high in any field. They would be told what would 
happen to taxes if only indispensable activities were re- 
tained by government. These men would know how to esti- 
mate the costs for all sorts of excursions into experimental 
spending proposed to find the magic formula for finding 
the Utopian pot of gold at the bottom of the iridescent rain- 
bows which promises are ever creating. What would hap- 
pen to sinecures, to jobs which reward the faithful, to un- 
economic subsidies and to distributions for no services ren- 
dered of huge amounts to large classes of voters? Would 
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the equally large classes of taxpayers stand for much that 
now goes on because hidden behind the kindly curtain of 
accountancy under too too general headings?” 


In a speech early in March, National 
A Tax Promise Revenue Minister McCann stated that 
oraTax Threat? the next federal budget will probably 

show greatly reduced expenditures and 
probably reduced taxes, but at the same time he pointed out 
that the future of the Dominion budget depended on what 
services the people demanded, and of course it also hinges 
upon the results of the conferences which are now taking 
place between the Dominion and the provinces. 

The press and the radio attached to this speech more 
importance than was probably intended by the minister, 
trying to decide whether it was a promise of tax reduction 
or a threat of continued high taxation. The scale of public 
spending is reduced, naturally, since a government can not 
continue a wartime budget in peacetime. The point on 
which he hedged was whether this would justify an im- 
portant reduction in taxes, or whether it would be offset 
by social service and provincial demands. It may of course 
be just another way of bringing pressure to bear on the 
Dominion-provincial conference, and if so it is reminiscent 
of the Sirois report which in the course of its tax recom- 
mendations (volume 2, page 121) argued that if its pro- 
posals were not effected in toto there would be a danger of 
“double taxation of crushing proportions”. Since it takes 
two tax bodies to make double taxation of crushing pro- 
portions, the inference was that the Dominion would not 
refrain from doing so, and therefore that the provinces 
should give priority to the Dominion. Mr. McCann says 
practically the same thing when he points out that, through 
pressure from without, the Dominion may forego the tax 
concessions which it has in mind. This would mean con- 
tinuation of a tax level which, in the general view of econo- 
mists and by admission of the finance minister himself in 
his last budget speech, is destructive. 

Even if Dominion expenditures should be reduced to the 
figure of three billion dollars mentioned by Mr. McCann, 
the level of Dominion revenue will probably be about two 
billion dollars. How does a government relate tax reduc- 
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tion to a deficit of one billion dollars? And, even if it is 
willing to incur deficits for the purpose of promoting ac- 
tivity, does it at any time propose to balance its budget? 


This issue of THE CANADIAN CHARTERED 
Brief to Senate ACCOUNTANT has been slightly delayed in 
Tax Committee order to include the brief submitted on be- 

half of the Association on April 3 to the 
special Senate tax committee. The brief is also available 
in pamphlet form, copies of which have been distributed to 
members of the Association. It will be recalled that the 
committee’s scope is limited. It was appointed. “to examine 
into the provisions and workings” of the two tax acts, and 
“to formulate recommendations for the improvement, clari- 
fication and simplification of the methods of assessment and 
collection of taxes thereunder”. The Dominion Associa- 
tion’s brief emphasizes problems of assessment and ad- 
ministration, with which our members have wide experi- 
ence, and therefore holds closely to the scope indicated. 
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SOME ASPECTS OF THE PRESENT FINANCIAL OUTLOOK 


Some Aspects of the Present 


International Financial Outlook 


An address by Finance Minister J. L. Ilsley 
at the annual mid-winter dinner of 
The Institute of Chartered Accountants of Ontario. 


. SUBJECT I have chosen for my remarks tonight, 
Some Aspects of the Present International Financial 
Outlook, is, I feel, not an inappropriate one for this body. 
For I am well aware that as chartered accountants your 
function is much more than that of preparing and auditing 
financial statements. I know that you are also to a large 
extent the trusted advisers of the business community and 
that many of your clients look to you for explanations of 
the more general factors influencing the course of their 
business and for advice on what to expect and what to pre- 
pare themselves for. It may well be that the international 
financial outlook is one of the uncertainties in the minds 
of some of your clients—perhaps even in some of your 
own minds—and while I cannot hope to resolve these un- 
certainties I thought that you might find it of some use if 
I were to try to sketch the main elements of the present 
situation. 

I can most conveniently divide what I have to say into 
four main parts. First, I shall say something about the 
general objectives of international financial policy and 
about the machinery we are setting up to help reach those 
objectives. Second, I shall discuss briefly the special prob- 
lems of financial policy arising out of our relationships with 
the United Kingdom. I shall then touch on the financial 
position of the other war-torn countries of Europe and 
Asia. And finally, I shall sum up the bearing of all these 
external factors on the Canadian position and attempt to 
point out some of their implications for Canadian exchange 
policy. 

General Objectives of International Financial Policy: 
The Bretton Woods Institutions 

Long before the war ended, it was realized that the 
strains and stresses which it inflicted on national and inter- 
national financial systems were so great that a major sal- 
vage operation would be required if anything approaching 
tolerable financial arrangements among countries were to 
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be established. Under the pressure of war necessity, prac- 
tically all countries in the world had instituted a rigid 
system of exchange control and many had imposed severe 
restrictions on their outlays of foreign exchange. In many 
countries, the expansion of the monetary circulation had 
proceeded to a point where prices were greatly out of line 
with the rigidly-controlled exchange rate. A great many 
countries had foreign exchange reserves quite inadequate to 
meet their immediate post-war import requirements; their 
import requirements were naturally swollen by the physical 
destruction of the war and by the pent up consumption 
demands of their people, while their immediate export ca- 
pacity was, for similar reasons, reduced. 


It is clear that if no concerted attempt had been made 
to deal with this situation we could have looked forward 
to conditions of great economic disorder. Exchange 
stringency would have dictated the exchange policies of a 
large part of the world and the characteristic features of 
exchange policy would have been blocked accounts, a bi- 
lateral balancing of imports and exports, fluctuating ex- 
change rates with competitive currency depreciation, and 
all the rest of the paraphernalia of economic warfare. One 
need only recall Canada’s dependence on international 
trade to remind oneself of how grievously such a situation 
would complicate our own problem of reconversion and re- 
construction. 

The establishment of the Bretton Woods Institutions 
represents a concerted attempt on the part of a large num- 
ber of the united nations to prevent this chaotic situation 
from developing and to establish acceptable standards of 
international monetary behaviour and to provide means 
whereby countries may be helped to conform to those 
standards. 

The international monetary fund agreement lays down 
the standards to which members undertake to adhere. These 
are three in number. First, members undertake not to 
engage in competitive exchange depreciation and to con- 
sult with the fund before making any change in their ex- 
change rate, with the proviso that the fund will not object 
to any change of 10 per cent from the original rate. This 
undertaking constitutes a simple recognition of the fact 
that an exchange rate is, in its very nature, a two-ended 
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thing and that a country cannot alter its own rate on other 
countries without by that very act altering other countries’ 
rates on it. From this it follows that changes in exchange 
rates are properly matters of international consultation; 
and the fund provides machinery for such consultation. 


The other undertakings which members of the fund 
give are no less important. One of these is to refrain from 
discriminatory exchange practices, such as providing one 
kind of foreign exchange for certain imports because that 
exchange is in plentiful supply while refusing to provide 
another kind of exchange. Those of your clients who have 
recently found themselves shut out of certain markets 
through this type of exchange control practice will appre- 
ciate the significance of this undertaking. Finally members 
of the fund agree that they will not, through blocked ac- 
counts or similar devices, try to force other members to 
equate their imports and exports bilaterally, but that mem- 
bers will be free to use the proceeds of their exports to any 
part of the world to pay for their imports from any part 
of the world. This is what is technically known as the con- 
vertibility or inter-convertibility of currencies. It is of 
particular importance to Canada because of the peculiar 
structure of our current account balance of payments, with 
our large excess of exports to the United Kingdom and our 
large excess of imports from the United States. For us to 
be reasonably prosperous over any extended period of time 
requires that we should be able to use the surplus to cover 
the deficit. 

To assist countries in carrying out these undertakings, 
the fund provides a pool of international credit on which 
members are authorized to draw, to meet temporary difficul- 
ties, in proportion to their contributions. The bank, on 
the other hand, is an attempt to provide machinery which 
will assist in meeting the longer-term capital requirements 
of devastated and under-developed countries. There are 
no automatic borrowing rights in the bank but it is hoped 
that its provision of funds will result in a speedier and 
perhaps a sounder reconstruction programme than would 
otherwise take place. 

Thirty-five nations have signed the fund and the bank 
agreement and these two institutions are now legally in 
being. The Canadian parliament, after a long and at times 
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heated debate, authorized Canadian participation last 
December, with only nine dissenting votes. I am going to 
Georgia with some of the officers of the Department of 
Finance and the Bank of Canada next week to attend the 
first meetings of the boards of governors of the fund and 
the bank. I hope that the necessary organizational work 
will have been completed in time for the two institutions 
to begin active operations by the end of this year. I do 
not expect any miracles from the establishment of the fund 
and the bank. What I would claim for them is that they 
are a step in the right direction and that it is important 
to have established standards of monetary relationships 
among nations to which most of the great trading nations 
of the world have found it possible to adhere. 
Relationships with the United Kingdom 

The international monetary fund establishes a general 
code of behaviour in international exchange relationships 
and provides important material assistance to enable coun- 
tries to adhere to this code. It does not meet, and its 
resources are inadequate to meet, the special balance of 
payments difficulties which certain countries will face dur- 
ing the next few years. More specifically, it does not meet 
the special balance of payments difficulties of the United 
Kingdom. In any discussion of the international financial 
outlook from a Canadian point of view a very prominent 
place must naturally be given to our relationship with the 
United Kingdom, and I propose now to say a few words 
on this subject. 

There are two facts of supreme importance connected 
with the British international financial position. The first 
is that it has been greatly worsened as a result of the war. 
The second is that it is very much in the national interest 
of Canada and the other countries which have an import- 
ant stake in world trade that the temporary financial diffi- 
culties of the United Kingdom should be overcome, for 
unless they are overcome world trade will be restricted and 
will stagnate—or even worse, it will be carried on in a way 
which brings injury instead of benefit to the world as a 
whole. 

In appraising the British financial position one can 
look first at the international balance sheet and then at the 
international income statement. The balance sheet shows 
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that to meet the external costs of the war, the United 
Kingdom has parted with a large proportion of her foreign 
assets in the form of securities and cash balances and has, 
in addition, incurred enormous liabilities through sterling 
payments to other countries, including particularly India 
and Egypt, in exchange for war or essential civilian goods 
or services of various types. These sterling payments have 
resulted in an enormous accumulation of non-resident 
owned sterling balances in London. From the beginning 
of the war to the present time the net foreign assets posi- 
tion of the United Kingdom has deteriorated by an amount 
in the neighborhood of $20,000 million (Canadian) —surely 
a greater swing than has ever taken place before in any 
country’s international position in so short a space of time. 
And it is worth recalling that this deterioration has not 
been the result of riotous living during the war years, but 
that it occurred because the British, in their single-minded 
deterioration, were resolved to make their utmost contribu- 
tion to victory regardless of the costs and the consequences. 

From an income-statement point of view, the British 
picture is no more cheerful. The loss of foreign invest- 
ments naturally means a curtailment of investment income; 
shipping income is also down; the export industries were 
severely curtailed during the war as manpower and ma- 
terials were diverted to war production; and import re- 
quirements are very heavy. The result of these and other 
factors is that for a few years to come, until more normal 
conditions are re-established, the British must anticipate 
a large deficit on their current account international pay- 
ments. Over this transitional period accommodation is 
needed to enable reconstruction to proceed to a point where 
the international accounts of the United Kingdom can be 
brought into balance. 

I have said that the second main fact connected with 
the British financial position is that it is greatly in our 
interest that the temporary difficulties be overcome. Sup- 
pose for a moment that the countries which are in a posi- 
tion to help meet those difficulties—countries like Canada 
and the United States—refused to do so. What would the 
consequences be? The United Kingdom, thrown back on 
her own resources, would have to cut her coat according 
to the cloth and severely restrict her imports from the dol- 
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lar countries. This would of course restrict and delay in- 
dustrial recovery in the United Kingdom, to say nothing 
of the further deprivation it would inflict on the British 
people. But what would it do to the prospects of normal 
economic recovery in Canada and the United States? What 
would be our chances of getting our economy going on a 
peacetime basis if we were cut out of the British market 
because the British lacked means of payment? I know 
that for the time being we are in a sellers’ market and that 
alternative opportunities appear to be available. But these 
are in fact available on a cash basis only for certain limited 
classes of goods. Moreover, let us not take a short-sighted 
view; let us remember that over a long period of time the 
United Kingdom has been our principal market and our 
most stable and reliable one. 

A second consequence would inevitably follow if the 
countries in a position to see the United Kingdom through 
her temporary difficulties refused to do so. Cut off from 
the dollar countries ,the British would naturally seek to de- 
velop their trade with the countries which were willing to 
take payment in blocked sterling which could be spent only 
in the sterling area; they would be forced into barter deals 
of this sort which would oblige their trading partners as 
well as themselves to discriminate against imports from 
the dollar countries. The techniques of international trade 
would rapidly become those of economic warfare, with dis- 
astrous consequences all around, not only on economic stand- 
ards but on political relations between the United Kingdom 
on the one hand and the United States and Canada on the 
other. 

Fortunately, steps are being taken which justify the 
hope that this will not come about. As you are aware, nego- 
tiations between the British and American governments 
have led to proposals under which financial accommodation 
would be made available to the United Kingdom to an 
amount of $4,400 million and under which the two govern- 
ments agree on certain principles which should guide the 
joint effort to reconstruct an expansive world trading sys- 
tem. A British financial mission has been in Ottawa during 
the past couple of weeks to discuss with the government 
the future financial arrangements between our two coun- 
tries. The discussions, which are necessarily complicated, 
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are still proceeding. I am not in a position to make any 
definite announcement at this time, but I have every ex- 
pectation that their result will be in the mutual interest of 
both Canada and the United Kingdom. 

Before leaving this subject, I wish to underline again 
that in this matter of providing financial accommodation 
to the United Kingdom, and providing it on non-commer- 
cial terms, the dominant consideration is not altruism. The 
dominant consideration is a simple recognition of our 
enormous stake in the British market and, more generally, 
in the revival of world trade and of the crucial role which 
the United Kingdom plays in determining the future course 
of world economic policy. 

Position of European and Asiatic Countries 

Canada’s trade interests extend beyond the United 
States and the United Kingdom. In the past we have done 
an active business with certain Asiatic countries and with 
the continent of Europe and the favourable balance we 
achieved in our trade with these countries was of consider- 
able importance in enabling us to meet our unfavourable 
balance with the United States. 

For some time to come, it would appear unlikely that 
we can count on the continuation of this pre-war tendency. 
The economic systems of many of these countries have been 
gravely disorganized as a result of the war. Their foreign 
balance has been seriously upset and they require and will 
continue to require outside assistance to get their economic 
machine started again. We naturally have a great inter- 
est in aiding in the reconstruction of our good customers, 
and parliament has appropriated $750 million to be used 
in granting export credits. 

In some of these countries the pace of recovery will no 
doubt be more rapid than in others but, taking it by and 
large, it would appear unwise to count on all these coun- 
tries abandoning the drastic controls they now maintain 
over foreign trade and exchange transactions until after a 
transitional period of considerable length. All of them are 
suffering in some degree or other from an inflation of 
the means of payment which would result in great pressure 
on their exchanges in the absence of rigid control. Even 
as things are, one reads that in Italy, for example, the 
pound is quoted in the black market at 1,000 lire compared 
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with an official rate of 400 lire; one reads that in China 
the pound is quoted on the black market at 4,000 Chinese 
dollars compared with an official rate of 80. I mention 
these merely as examples of the extent of the currency 
disorganization in certain countries. These black market 
rates do indicate that there is not enough foreign exchange 
to satisfy the demand and for the countries concerned to 
pay cash for all their needed imports. We must, therefore, 
count on providing a large portion of our exports on credit 
terms. These exports, which we shall wish to make in our 
own interests, will not produce equivalent amounts of 
foreign exchange which we shall be able to use to pay for 
our imports from the United States. We are therefore 
thrown back on the necessity of being in a position to con- 
trol any undesirable drain on our United States dollar re- 
serves. This leads me to the final portion of my remarks 
on Canada’s future exchange policy. 
Continuance of Foreign Exchange Control 

You will have inferred from what I have already said 
that the government has come to the conclusion that the 
uncertainties in the world situation are such that the only 
prudent course to pursue is to continue foreign exchange 
control. In the last session of parliament we announced 
our intention of introducing legislation to put exchange 
control on a statutory basis, but the pressure of parlia- 
mentary business was such that this had to be deferred 
until the coming session. 

I believe that in addressing this group, which is more 
familiar than most professional groups with the operations 
of the Foreign Exchange Control Board, there is no need 
for me to stress the benefits which Canada has derived from 
the existence of exchange control during the war. In the 
first place, by husbanding our exchange resources for essen- 
tial purposes, we have been able to pay cash for all our 
huge imports from the United States, we have met all our 
obligations of every type to foreigners, we have avoided 
any suspicion of blocked accounts and we have emerged 
from the war with foreign cash resources which, while 
by no means unduly large in relation to our requirements 
and outstanding commitments, nonetheless enable us to 
face the future with a reasonable degree of confidence. 
To achieve these results was not easy and I can assure you 
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that there were very few financial problems which caused 
me greater anxiety in the course of the war than our United 
States dollar exchange position. At one time we very near- 
ly touched the bottom of the barrel, and if we pulled 
through in the favourable way I have indicated we have 
primarily to thank the Canadian public which cheerfully 
accepted the various restrictions on exchange expenditures 
which it was necessary to impose from time to time. The 
business community too is to be commended for its willing 
co-operation with the exchange control authorities. I must 
also make special reference to the chartered banks which 
have acted as agents of the board. And finally, I should 
like to think that the results I have described may be in 
some measure due to reasonably good management of our 
exchange problems in Ottawa during the war years. 


The second major achievement of the exchange control 
has been the maintenance of completely stable exchange 
rates ever since September 15, 1939. The only change 
which has taken place since that period occurred last Octo- 
ber when the board’s selling rate for foreign currencies 
was fractionally reduced. 

We are so accustomed now to this stability of ex- 
change rates that we may be inclined to take it for granted 
and to forget what a blessing it is. I invite you to cast 
your minds back to the period immediately following the 
last war when within the space of a year the United States 
dollar fluctuated up to 20 per cent premium in Canada. I 
invite you to recall the situation in 1933 when the American 
dollar quotation in Canada moved within a range of 114 
per cent discount to 23 per cent premium. I ask you to 
bring back to your minds the difficulties and uncertainties, 
the risks and the losses that these erratic exchange fluctua- 
tions imposed on all sections of the community engaged in 
international transactions. And I invite you again to con- 
trast that with the complete stability of spot rates and the 
ample forward protection afforded to all Canadians through 
the exchange control. 

I hope and confidently expect that in the future it will 
be possible to conduct the control in a way which is as 
unobtrusive and which interferes as little with established 
business practices as has been the case in the past. While 
we feel that it will continue to be necessary to scrutinize 
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all exchange transactions as we are doing at present, we 
hope that the only type of transaction, which it will be 
necessary to restrict will be that involving the movement 
of capital. We expect to be able to provide appropriate 
foreign exchange for all current account transactions, as 
we are doing at present, but in view of our large inter- 
national debtor position and having regard to the fact that 
we shall for some time be financing a large part of our 
exports on credit, we feel that we cannot expose the Cana- 
dian economy to the shocks that would result from sudden 
capital movements in an uncontrolled exchange market. 


No huge bureaucratic apparatus is needed for the ex- 
change control operation. In spite of the large volume of 
business handled—and here I may remark that in 1945 the 
exchange turnover of the board approached $4,000 million 
—it has been found possible, through simplification of pro- 
cedures and through increased familarity of the business 
community with the board’s requirements, to reduce the 
staff of the board from 568 persons employed five years 
ago to 206 at the present time. 


Conclusion 

I should like to summarize what I have said in a sent- 
ence or two. From a Canadian point of view, the inter- 
national financial outlook gives grounds both for guarded 
optimism and for continued vigilance. One ground for 
optimism is the acceptance by the great majority of the 
nations of the world of standards of conduct in internation- 
al monetary relations and the establishment of institutions, 
the fund and the bank, which will help them to achieve 
those standards. Another ground for optimism is that 
ways and means are being found of helping to supply the 
import deficiencies of the United Kingdom and Western 
Europe during the transitional period. This means, of 
course, that advantage must be taken of the time afforded 
by these transitional period arrangements to make basic 
adjustments in national and international economic policies 
if we are to move from the stop-gap arrangements to an 
enduring ‘basis of world prosperity. For every reason, 
vigilance is imposed by the exposed position of the Canadian 
economy and the continued uncertainties in the world out- 
look. 

With this mixed picture, the proper course of action for 
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Canada is clear. We must strive with all our strength to 
establish a functioning world economic system and to aid 
in the great task of world reconstruction. This we have 
attempted to do not only in the financial policies we have 
pursued during the war but also in helping to work out 
the Bretton Woods proposals, in joining the two institutions, 
in providing liberal export credits, and in the present fin- 
ancial discussions with the British. At the same time we 
cannot demobilize our main economic defence against the 
impact of adversity from abroad, namely the exchange 
control, without being absolutely certain that it will not be 
needed. We shall operate this control along the most liberal 
possible lines and pull our full weight, in concert with other 
countries, in attempting to bring about conditions of world 
prosperity which remove the necessity of restrictive con- 
trols of any sort. 


Book Reviews 


How to Prepare your Income Tax. By Lancelot J. Smith, 
C.A. 96 pages. $1 per copy. Published by Wm. Collins 
Sons & Co. Canada Ltd., 70 Bond Street, Toronto, Ontario. 

The 1946 edition of Mr. Smith’s tax book includes the 
new “simplified” 1945 tax tables, actual illustrations of all 
new official tax forms, a list of dividends paid by over 
600 Canadian corporations, and many other useful features 
including excess profits tax payable by unincorporated busi- 
nesses. While designed for popular use, it endeavours to 
cover every type of earned and investment income. 

Mr. Smith has also provided through the same publishers 
an abridged edition entitled “Canadian Personal Income Tax 
Simplified” which excludes certain sections of his larger 
book which are not required by many individual taxpayers. 
It is priced at 50 cents per copy. 
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BRIEF TO SENATE COMMITTEE 


Submitted by The Dominion Association of 
Chartered Accountants 
April 1946 


~ THE Chairman and Members of the Special Commit- 
tee of the Senate of Canada appointed to examine into 
the provisions and workings of the Income War Tax Act 
and The Excess Profits Tax Act, 1940: 

The following submission is made on behalf of The 
Dominion Association of Chartered Accountants which is 
a body incorporated by act of the Parliament of Canada. 
Our membership comprises some 2,700 members of the 
institutes or societies of chartered accountants of the nine 
provinces of Canada. Approximately 60% of our members 
are engaged in auditing and other phases of public ac- 
counting, and the remaining 40% occupy positions in 
governmental, industrial or financial organizations, usually 
in some capacity identified with accounting, finance or 
taxation. The members of our profession are, there- 
fore, in a position to observe the practical workings of the 
Canadian tax system. 

This brief has been prepared by a special committee 
appointed for the purpose, and has been approved by the 
Legislation Committee of the Association. 

Having regard to the terms of reference, we under- 
stand that your Committee is concerned primarily with the 
administrative aspects of the income and excess profits 
taxes and that questions bearing upon the fiscal policy 
underlying the enactment of such taxes are beyond the 
scope of your inquiry. But the work of administration is 
affected by the actual taxes imposed, and is further govern- 
ed by certain specific provisions of the acts, so that some 
consideration is necessarily given to the tax acts as a whole. 
On this ground we have prepared our submission under 
the following main headings: 

Legislation 
Assessments 
Discretionary Powers 
Appeal Procedures 
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As a preliminary, however, may we remind ourselves 
that problems of taxes and tax administration are not new, 
and that for hundreds of years there has been consideration 
of public requirements and how to meet them. In a study 
of this problem Adam Smith laid down four maxims of 
taxation, three of which relate basically to the qualities 
which make up sound administrative policy. These are as 
follows: 

“The tax which each individual is bound to pay, ought 
to be certain and not arbitrary. The time of payment, the 
manner of payment, the quantity to be paid, ought all to 
be clear and plain to the contributor, and to every other 
person... 

“Every tax ought to be levied at the time, or in the 
manner, in which it is most likely to be convenient for the 
contributor to pay it... 

“Every tax ought to be so contrived, as both to take out 
and to keep out of the pockets of the people as little as 
possible, over and above what it brings into the public 
treasury of the state...” 

While these principles were enunciated many years ago, 
they are, in our opinion, fully applicable and sound under 
present-day conditions. If we apply them in more direct 
language to the two tax laws which are under discussion, 
the following specific objectives can be drawn up as repre- 
senting a desirable goal in our tax administrative policy: 

(1) Every taxpayer should be able to determine his tax 
liability with certainty. 

(2) Every taxpayer should be able to determine clearly 
the time for filing of returns and payment of tax, and the 
manner in which payment must be made. 

(3) All taxpayers should receive equal treatment and 
no grounds should be given upon which the suspicion of 
discrimination can be founded. 

(4) The methods under which the taxes are assessed 
and collected should be as convenient as possible to tax- 
payers generally. 

(5) The total costs involved in assessing and collecting 
the taxes should be minimized through efficient adminis- 
trative organization. The costs (in time and money) to 
the taxpayers in meeting the requirements of the adminis- 
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tration should also be minimized by efficient and reasonable 
procedures. 

(6) Taxpayers should have means readily available for 
obtaining prompt and final settlement of grievances, and 
for appeals at reasonable cost. 

(7) The tax laws and their administration must be kept 
in good repute through obvious consistency of treatment 
and by the vigorous prosecution of all cases of evasion. 

Certain of these objectives already have been attained. 
In others, much remains to be done, and the following 
observations are put forward in the hope that they may 
assist your Committee in its task. 


LEGISLATION 
As public accountants we feel that we are in a position 
to appreciate the many and varied problems involved in 
the determination of income, and our first comment, on the 
matter of legislation itself, is that much of the criticism 
so often directed at the administration is really due to the 
provisions of the acts themselves. In our opinion no one, 


however able and however ably supported, should be ex- 
pected satisfactorily to administer the tax statutes in their 
present form. 

It is particularly difficult to reconcile the determination 
of income under the tax acts and the various interpreta- 
tions, regulations and exercises of discretion thereunder, 
with the meaning of income as ordinarily understood in 
business and determined through recognized accounting 
practices. In support of this point we quote the following 
words of the president of the Exchequer Court of Canada 
in the judgment in the case of Thomas D. Trapp and the 
Minister of National Revenue: 

“It is generally conceded that in many cases, if not 
in most, the true net profit or gain position of a taxpayer, 
particularly if he is in business, cannot be ascertained 
otherwise than by an accounting method on the accrual 
basis. A person who has accounts receivable at the end 
of the year that are attributable to the earnings of such 
year and owes accounts payable for debts relating to the 
earnings of such year but keeps his accounts only on a 
basis of cash received and cash expended will frequently 
arrive at an amount of income ‘received’ during the year 
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that is not a reflection of his true net profit or gain for 
such year. But under the Income War Tax Act, as it 
stands, there is no place, as a matter of right, for the 
accounting method on an accrual basis, even if it does 
reflect the true net profit or gain of the taxpayer, and it 
must give way to the express provisions of the act. 
Income tax law in Canada in this respect lags far behind 
that of the United Kingdom and the United States and 
runs counter to well recognized principles of sound busi- 
ness and accountancy practice.” 


The Income War Tax Act was enacted in 1917 and has 
been amended every year with the exception of the years 
1921 and 1929. The Excess Profits Tax Act, first enacted 
in 1939, and repealed and re-enacted in substantially differ- 

‘ent form in 1940, has been amended in each of the subse- 
quent years. 

This pattern of annual amendments has persisted for 
nearly thirty years without a revision of the statute, and 
it is not surprising that the cumulative effect has been to 
render the law, in its present form, extremely difficult to 
understand. Some of the most important of the amend- 
ments have been designed to frustrate tax evasion and in 
that field the points of difference between our tax laws and 
the British and United States systems have required leg- 
islation of a type not found in the laws of those countries. 
In addition, there has been a mass of legislation concerned 
with various special taxes, exemptions and allowances, in- 
troduced in such a manner as to do great damage to the 
coherence and clarity of the statute. In our view a com- 
plete revision of the statute is urgently required if taxpay- 
ers generally are to be expected to understand the law. 

We feel that another of the major contributory causes 
for the unsatisfactory state of the present legislation has 
been the hasty manner in which much of the amending 
legislation has been enacted by parliament, and we are 
strongly of the view that it is in the public interest that 
future legislation should be subjected to careful scrutiny 
and criticism in advance of enactment. Attached hereto, 
as exhibit A, is a schedule showing for the past eight years 
the dates when the Minister of Finance has made his budget 
speech, when the tax legislation first appeared in the House 
of Commons and when the parliamentary session ended. 
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The frequency with which such legislation was introduced 
in the dying days of the session is striking, and in many 
instances there has been no time for any effective criticism 
of the proposed tax measures before they actually became 
law. These conditions are, in part, responsible for the fact 
that certain sections of the acts are almost completely un- 
intelligible to the layman. In other cases, hasty drafting 
and the lack of opportunity for criticism have resulted in 
legislation different from the budget proposals which the 
amendments were supposed to implement. 

It is our view that tax legislation should go to a com- 
mittee of one or both houses of parliament after it has 
received first reading in the House of Commons, and that 
the public should be given an opportunity of being heard 
before such committee. Even if changes in the rates of 
taxation to be levied cannot properly be debated in such a 
committee, there would still be considerable value in receiv- 
ing the views of the public at large upon the other amend- 
ments. 

We refer later to the wide discretion which is granted to 
the Minister under the existing acts, and we would observe 
here only that clarity and certainty are desirable objectives 
and in order to achieve them it is essential that the granting 
of discretionary powers should be kept to a minimum in 
future legislation. 


Many legal and administrative decisions disallowing 
expenses on the grounds that they were not necessary for 
the purpose of earning the income have been based on legis- 
lation and jurisprudence of a period when business was 
carried on in a manner entirely different than at present. 
As an example, it is difficult to understand why, under the 
conditions of modern financing, the discount and expenses 
relative to a bond issue cannot be amortized as part of the 
effective interest expense over the life of the bond. It is 
our view that provisions should be made in the act so that 
taxable income would be determined only after making 
deductions in accordance with recognized sound business 
principles currently applicable to the business of the tax- 
payer. 

We have one further observation to make concerning 
the complexity of our income tax legislation. Taxpayers 
are constantly complaining that the forms and returns 
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which are required are complex and difficult to understand. 

As Mr. Elliott has properly pointed out to you, most 
of these difficulties stem directly from the legislation. It 
is our view that simplification of the law could be achieved 
without any important loss of revenue. 


EXHIBIT A 


DATES RESPECTING THE BUDGET AND BILL TO AMEND 
THE INCOME WAR TAX ACT 


Ist reading 8rd reading 


Date 
of budget 


16th June 
1939 (1st 
session) . 


1939 (2nd 
session) 


25th April 


12th Sept. 
24th June 


29th April 
23rd June 
2nd March 


of bill to 
amend 
Income 
War Tax 
Act 


24th June 


22nd May 


12th Sept. 
18th July 


13th May 
22nd July 
20th. April 


of bill to 
amend 
Income 
War Tax 
Act 


29th June 


24th May 


12th Sept. 
23rd July 


5th June 
31st July 
21st April 


Date of proroga- 
tion dissolution 
or adjournment 


Ist July 


3rd June 


12th September 
7th August (ad- 
journed until 
5th November 
1940) 

14th June 

1st August 

24th July (ad- 


journed until 
24th January 
1944) 
14th August (ad- 
journed until 
3ist January 
1945) 
18th December 


26th June ist August 9th August 


8th Dec. 13th Dec. 


ASSESSMENTS 


One of the essentials of an efficient tax administration 
is the prompt and definite determination of the taxpayer’s 
liability. 

During the war years, having regard to the administra- 
tive problems resulting from the enormous increase in 
number of taxpayers, the introduction of the excess profits 
tax, as well as staff difficulties, little, if any, improvement 
could have been expected in so far as the promptness of 
assessment was concerned. However, it is submitted that 
never since the introduction of the income tax act have all 
the taxpayers’ returns been assessed within what could be 
considered as a reasonable delay. 
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In his evidence before your committee Mr. Fraser Elliott 
said: “We have assessed during the past five fiscal years 
ended March, 1941 to 1945 inclusive, 6,880,424 individual 
returns, which is 82 per cent of all the returns received in 
the same periods; while for corporations in the same five 
year period, we have assessed 126,039 returns, which is 86 
per cent of the total returns received in the same period.” 
Our experience leads us to believe that many corporate tax- 
payers are still encountering serious delays in obtaining 
assessments. The position of 595 corporate taxpayers taken 
at random in the cities of Montreal and Toronto was 
examined in December 1945 on our behalf in order to deter- 
mine in each case the last fiscal year which had been assess- 
ed. The following is the result of this survey: 


Number of Percentage Last Taxation 
Taxpayers of Total Year Assessed 
129 22 1939 and prior 
85 1414 1940 
150 25 1941 
131 211% 1942 
98 1614 1943 
2 ti 1944 
595 100 


With the relatively low tax rates in effect prior to the 
war, lengthy delays in obtaining an assessment, while an- 
noying to the taxpayer, were perhaps not of great import- 
ance financially. With the increases in rates during the 
war and the probable maintenance of rates substantially 
above pre-war levels, assessment delay has worked and will 
continue to work a very serious hardship on the taxpayer 
as, in view of the ambiguities and uncertainties arising 
from the legislation, the amounts involved are often such 
that it is impossible to prepare accurate financial statements 
upon which to base future plans. 

Based on experience gained in the practice of our pro- 
fession, we offer the following comments and suggestions 
in connection with assessment delays and interest charges 
which we believe are the points which come in for criticism 
generally by the public in so far as assessment practices are 
concerned. 

Except in cases of fraud, the act provides that the Min- 
ister may not re-open an assessment after the lapse of six 
years from the date of the original assessment. There 
would appear to be no good reason why any right of re- 
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assessment should be vested in the Minister, except in cases 
of fraud, or why the administration should not be required 
to assess a taxpayer within a relatively short time from the 
date on which the returns are filed. Other government de- 
partments and private business are required to do a year’s 
work in one year and we see no reason why the department 
should not be organized in the future so that under normal 
conditions one year’s tax returns may be assessed in the 
year following their receipt. 

Interest paid to the Crown on assessments is not allowed 
as an expense in computing the taxable income; further- 
more, the Crown does not pay interest on amounts of in- 
come and excess profits taxes overpaid by the taxpayer. 
When tax rates were low, the amounts involved were not, as 
a rule, of great consequence. The existing tax rates, 
coupled with the constantly increasing difficulty of the tax- 
payer of determining his tax liability as a result of ambigui- 
ties and unpublished rulings, have materially altered this 
situation. This treatment of interest by the department is 
a constant source of annoyance and loss to the taxpayer, par- 
ticularly as regards the disallowance of interest as an ex- 
pense, because in many cases the interest liability is in- 
creased substantially through no fault of his own but as 
a result of the lengthy delays before the determination of 
his liability by the department. 

In order to remedy the existing situation discussed 
briefly in the foregoing, the following is suggested: 

(a) That the right of the Crown to vary the tax lia- 
bility as calculated by the taxpayer should expire within 
two years from the date prescribed for the filing of the 
taxpayer’s return, or the date of filing, whichever is the 
later, except in cases of fraud. It may be that this should 
be extended to three years until the existing backlog has 
been disposed of. 

(b) That the interest due the Crown on a taxpayer’s 
assessment for the period from the day prescribed for the 
filing of the return to a date one month after the date of 
assessment or in the case of an appeal, until the date the 
taxpayer’s liability is finally determined, be allowed tax- 
payers as an expense in determining taxable income in the 
same manner and on the same basis that bank interest is 
allowed. 
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(c) That interest be allowed at 2%, or some other ap- 
propriate rate depending on current interest rates, on re- 
funds due the taxpayer. In making this recommendation, 
the administrative difficulties arising out of the multiplicity 
of small refunds being made are recognized. If the calcula- 
tion of interest on small balances represents too great an 
administrative task, we suggest that some level be struck 
below which interest be neither credited nor charged. 


DISCRETIONARY POWERS 

At the present time there are ninety-five sections or 
sub-sections of the Income War Tax Act wherein the Minis- 
ter is empowered to exercise discretion; in addition, The 
Excess Profits Tax Act, 1940, contains twenty-eight similar 
sections or sub-sections. Apart from the discretionary 
powers granted the Minister, section 32(A) of the Income 
War Tax Act and section 15 of the Excess Profits Tax Act 
grant important powers of a discretionary nature to the 
Treasury Board. 

These discretionary powers deal with a wide range of 
subjects, from purely administrative matters of a totally 
unobjectionable nature to major matters profoundly affect- 
ing the quantum of taxation, where the granting of discre- 
tion may represent almost a delegation of taxing powers to 
the administration. For the purpose of this submission we 
have prepared (exhibit B) a list of the principal matters 
covered by these discretionary powers. In preparing this 
analysis we have adopted an arbitrary grouping which we 
believe follows the practical operation of the various sec- 
tions. The main divisions are as follows: 

. Administrative and punitive powers 

. Powers which make the minister the judge of rea- 
sonableness or equity 

. Powers which constitute the minister the judge of 
the facts 

. Powers to grant or refuse exemptions and allowances 

. Power to approve a pension fund or plan 

Before proceeding to a discussion of the several groups 
we should express our general view that the granting of 
discretionary power in a wholesale manner has brought 
about a highly unsatisfactory state of affairs. Specifically, 
the present situation is open to the following criticism: 
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(a) The liability of taxpayers in many cases cannot be 
ascertained with certainty when the tax is due to be paid. 

(b) Where prospective transactions may result in taxa- 
tion, the amount of which depends on the exercise of dis- 
cretion, application for a ruling must be made before the 
tax can be ascertained. This involves expense and delay 
and in some cases the taxpayer is unable to obtain a ruling 
on the point at issue. 

(c) In the absence of any public knowledge of the prin- 
ciples which govern the exercise of discretion there may be 
inconsistency and involuntary discrimination in the applica- 
tion of the tax to the taxpayer. 

(d) The deputy minister is required to accept an unfair 
degree of responsibility and is entrusted with more power 
and authority than should be entrusted to a single individu- 
al. 

The foregoing criticisms do not arise from any particu- 
lar changes which have been made in the legislation in the 
last few years, although we believe there has been a tend- 
ency in wartime amendments to grant discretionary power 
rather than grapple with the difficulties of drafting explicit 
legislation. With the great rise in rates of taxation, how- 
ever, this whole subject has acquired a new importance, 
and the amounts involved may be so great that the exercise 
of discretion may vitally affect the taxpayer. In these cir- 
cumstances we believe it is of paramount importance to 
reduce the range of discretionary power to the minimum 
and to provide the taxpayer with access to the courts when- 
ever he considers that his assessment is inequitable or arbit- 
rary. 

A. ADMINISTRATIVE AND PUNITIVE POWERS. In the 
attached schedule items 1 to"18 are referred to as matters 
of administrative routine and it is recognized that in a 
number of cases the powers granted the Minister are mere- 
ly enabling powers, and proper and necessary for purposes 
of administration. Items 19 to 24 fall into a slightly differ- 
ent category and in several cases vest almost absolute power 
in the Minister. 

B. POWERS WHICH MAKE THE MINISTER THE JUDGE 
OF REASONABLENESS OR EQUITY. In general the powers 
which are described under this heading are subject to criti- 
cism on the grounds that the taxpayer is denied the right 
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to appeal from the minister’s determination. Many of the 
matters covered are complicated and difficult, but are sus- 
ceptible of support and proof by presentation of proper 
evidence. We make the general submission that each of 
these powers should be qualified so as to permit a complete 
review of all the aspects of the case by the courts, or, alter- 
natively, the enactment of a general section similar to that 
contained in legislation of other countries that where an 
appeal is taken to the courts from the exercise of discretion 
by an administrative official, the court will have the right 
to regard the discretion as not having been exercised and 
to substitute its own discretion for that of the administra- 
tive official. Most of the matters referred to under this 
heading bring into play principles of justice and equity and, 
regardless of the administrative procedure adopted in the 
exercise of discretion, the finality of the administrative 
decision, particularly when no publicity is given thereto, 
may often lead disappointed taxpayers to the opinion that 
their case has not been fairly dealt with. 

In particular we refer to item 29 which is the power 
contained in section 6(2)—to disallow any expense which 
the Minister in his discretion may determine to be in ex- 
cess of what is reasonable or normal for the business car- 
ried on by the taxpayer, etc. In another part of this sub- 
mission we express the view that the definition of income 
should be changed to accord with the ordinary and accepted 
commercial and industrial concept. If this is done there is 
no occasion to grant a specific power to the minister to 
disallow any expense which he thinks is unreasonable and 
if there is to be a difference of opinion as to what the true 
income of the taxpayer has been, surely that is a question 
which can best be left to the courts to settle. We point 
out in passing the enlargement in the terms of section 6 (2) 
which took place in 1940 and the much more restrictive 
language which it replaced. 

Item 47 referring to the power of the minister to appeal 
decisions of the Board of Referees to the Treasury Board 
is, in our opinion, contrary to principles of justice in that 
there is no notice to the taxpayer of the taking of such 
appeal and he is not given an opportunity to appear before 
the Treasury Board. In the ordinary course the Board of 
Referees receives a written submission from the taxpayer 
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and has a hearing at which the circumstances are discussed 
at considerable length. No verbatim record is made of the 
proceedings but, based on all the evidence, the board makes 
a finding which it submits to the minister for approval. 
The act provides that the Minister may, without even ad- 
vising the Board of Referees and without having heard any 
of the evidence at the hearing, appeal the decision to the 
Treasury Board; thus the latter body has before it merely 
the opinion of the minister which, at best, has been formed 
with a limited knowledge of the facts of the case. It is 
submitted that such a provision is entirely unjustifiable. 

C. POWERS WHICH CONSTITUTE THE MINISTER THE 
JUDGE OF THE FACTS. Under this heading are 26 items 
which give the minister power to determine a set of facts 
which, in many cases, are demonstrable by the simple pro- 
duction of evidence. Our general submission on this group 
is that the reference of so many matters of fact to the 
discretion of the minister is unsatisfactory in that it im- 
pairs the certainty of the legislation, gives rise to delay and 
expense in determining whether the minister is, or is not, 
satisfied and may deny the taxpayer the right to a judicial 
interpretation of the facts. In our view most of the dis- 
cretions granted under this heading should be stricken 
out of the act. 

D. POWERS TO GRANT OR REFUSE EXEMPTIONS AND 
ALLOWANCES. These powers are extremely important to 
taxpayers engaged in business, particularly those relating 
to the authority of the minister to fix the amount of allow- 
ance for depreciation and a reserve for bad debts. In gen- 
eral, most of these powers are unnecessary and inappro- 
priate if the legislation is made specific, and we consider 
it desirable that to the fullest possible extent the statute 
itself should say who and what is to be taxed. 

The question of a reserve for bad debts is one in respect 
of which it is, admittedly, difficult to legislate specifically, 
and we recommend that the basis of the reserve should be 
the subject of regulations prescribed by the minister. 

Depreciation is one of the most important matters in- 
volving the use of discretion. The statutory provision as 
to depreciation was originally similar to that governing 
depletion and was found in section 5 of the act headed 
“Deductions and exemptions allowed”. Shortly after the 
decision of the Privy Council in the Pioneer Laundry case, 
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the depreciation provision was removed from section 5, and 
section 6(n) was enacted under the heading “Deductions 
From Income not Allowed”. The apparent intention of this 
change was to deny to any taxpayer what the courts in the 
Pioneer Laundry case had expressed as being the legal en- 
titlement of the taxpayer under the then provisions of the 
law to a reasonable allowance for depreciation and we can 
see no grounds which justify such a manoeuvre on the part 
of the administration. 

Under the U.S. Revenue Law a taxpayer is entitled to 
a deduction in respect of the loss sustained by him as a 
result of depreciation and obsolescence and we believe that 
our law should be changed to re-establish the legal entitle- 
ment of the taxpayer. The tax procedure in connection 
with depreciation is of the greatest importance to business 
and in the light of experience gained in this country, the 
United States and_England, we believe that the following 
principles are fundamental to proper tax administration 
of depreciation accounting: 

(a) The allowances made for depreciation should be 
regarded as the recovery of capital moneys by charges to 
operations over the useful life of the asset acquired, thus 
losses in service value arising from ordinary wear and tear 
and from obsolescence should be equally admissible as in- 
come deductions for tax purposes. Only with a policy un- 
der which losses from obsolescence are clearly allowable can 
business be expected to take prompt advantage of tech- 
nological improvements which may require the retirement 
of fixed assets before they are physically exhausted. 

(b) While the allowances made to the taxpayer should 
be limited to his total cost regardless of replacement values, 
he should be permitted to recover the whole of his cost by 
charges to operations and no losses or gains on asset retire- 
ments should be treated as capital losses or gains unless 
they arise from transactions which are clearly extraneous 
to the ordinary business of the taxpayer. 

(c) In determining the rate of amortization of capital 
costs the taxpayer should be permitted within the limits of 
generally accepted accounting practice the widest possible 
latitude, as in the long run business is the best judge as to 
an appropriate rate. Moreover, over a period of years it 
makes little difference to the revenue at what rates depre- 
ciation is applied. The purpose of this recommendation is 
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not to grant any special advantage to the taxpayer but 
merely to relieve business generally and the administration 
from the difficulties and vexations involved in imposing any 
fixed pattern of rates upon the tax-paying community. 

E. POWER TO APPROVE A PENSION FUND OR PLAN. This 
power is of an extraordinary nature because judging from 
the manner in which it is exercised the purpose is apparent- 
ly social rather than fiscal. If the government wishes to 
use tax exemptions as a means of promoting certain social 
developments it will find many precedents for its action. It 
may be that the Tax Department is the one best suited to 
the task of passing upon the acceptability of a pension plan 
in the light of the government’s aim in the matter, but we 
suggest that it be frankly recognized that such powers are 
of a special nature and totally foreign to the tax-gathering 
functions of the Minister. 

GENERAL. The attached schedule does not include sec- 
tion 82A of the Income War Tax and section 15 of The 
Excess Profits Tax Act, 1940. The powers and discretion 
in these sections are granted to the Treasury Board rather 
than to the minister. These sections by their very nature 
tend to create doubt as to the entire tax situation of taxpay- 
ers, and their introduction during the war was excused 
by the Minister of Finance on the grounds of the national 
emergency then existing. It was freely conceded that there 
is no place in normal times for such broad and arbitrary 
powers. We recommend, therefore, that these sections be 
repealed. The traditional attitude of the courts has been 
that parliament in its tax legislation must bring the subject 
clearly within the letter of the law, and that the subject has 
every right to examine the legislation and so order his 
affairs as to pay as little tax as possible. At the height 
of our national peril many took the view that such a pro- 
position could not hold in wartime and that manoeuvres 
designed to reduce or avoid taxation were immoral and 
should be prevented at all costs. The parliament of Great 
Britain was the first to enact the legislation upon which 
section 32A is patterned and it.appears to us that the main 
value of such legislation lay not in the penalties which 
were exacted under it but in its effect as a deterrent to 
those contemplating ways and means to reduce their taxes. 
However, to lay down the principle that it is wrongful to 
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minimize liability to taxation in normal times comes peril- 
ously close to saying that the taxpayer must conduct his 
affairs so as to expose himself to the maximum of taxation. 
With taxes at their present and probable future levels it is 
impossible for the average business man not to allow tax 
considerations to affect his judgment and course of action, 
and it is fatuous to assume that under a system of private 
enterprise business men are going to select the course which 
leads to maximum taxation. For these reasons we consider 
it important to revert as quickly as possible to a rule of 
law and until we do so there will be no certainty or finality 
in our tax system. 

We refer elsewhere in this submission to the desirability 
of publicity in connection with the assessment principles 
and practices adopted by the administration. We submit 
that many of the disputes and complaints which arise under 
those sections which now grant discretion to the minister 
could be avoided entirely if the taxpayer was advised in 
advance of the requirements of the administration. 

There are several recent decisions of the Exchequer 
Court which seem to clarify to a considerable extent the 
taxpayer’s position on an appeal from an assessment which 
embodies an exercise of discretion. We would refer the 
Committee to an article entitled “Ministerial and Adminis- 
trative Discretion” dated 20th December 1945 which ap- 
pears at page 6001 to 6026 of the Dominion of Canada 
Taxation Service (De Boo). It may be of interest to quote 
the following conclusions as to the legal situation, which 
are to be found at pages 6025-6026: 

“The exercise of ministerial discretion may come be- 
fore the courts as a fact, or one of the elements, in the 
making of an assessment upon a taxpayer, by way of an 
appeal from such assessment. 

“The court will consider the assessment to see that it 
has been properly made on all counts. 

“If the element of discretionary exercise in the assess- 
ment satisfies all the tests of legal propriety as earlier set 
out, then, assuming the assessment to be otherwise in order, 
the court will not interfere in any way with the conclusions 
of the discretion or the issue of the assessment. 

“If, however, the discretion has been improperly exer- 
cised in the light of the established legal principles, all that 
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the court may do is to refer the assessment back to the 
minister to be made correctly. 

“It does not appear that there can ever be a case where 
the court can review the actual substance of the minister’s 
discretion, even if improperly made, and substitute its 
opinion for the minister’s.” 

The conclusions above set out appear to support our 
view that under present conditions the right of the taxpayer 
to appeal an assessment where discretion has been exercised 
by the minister is of very limited value. 


EXHIBIT B 


ANALYSIS OF DISCRETIONARY POWERS 
INCOME WAR TAX ACT AND EXCESS PROFITS TAX ACT 


A. Administrative and Punitive Powers 
(a) Administrative Routine: 
1. Power to disallow change in fiscal period of taxpayer. 
Sec. 2(1)(s) (ii) —(“the minister may, in his discretion, dis- 
allow’’) 
2. Power to prescribe by regulation method of determination of 
present value of annuities and approval of mortality tables. 
Sec. 3(1)(b) and 9A(1)(b)—(“as the minister may by regula- 
tion prescribe”; “approved by the minister’’) 
3. Power to determine, in the case of multiple trusts, the trustee 
in whose hands the income of all the trusts will be taxed. 
Sec. 11(2)—(“as the minister may determine”) 
4. Right to nominate person who shall make return on behalf of 
corporation, etc. 
Sec. 35(1) and 36(3)--(“as the minister may require’’) 
5. General power to enlarge the time for making returns. 
Sec. 40—(“The minister may”) 
6. Exercise of power and authority of a commissioner under The 
Inquiries Act. 
Sec. 45—(“may make such inquiry as he may deem necessary”) 
7. Right to specify records to be kept by taxpayer. 
Sec. 46—(“may require ....as he may prescribe”) 
8. Power to designate where books and records to be kept. 
Sec. 46A(1)—(“as the minister may designate’’) 
9. Control over disposal of records by taxpayers. 
Sec. 46A(2)—(“until written permission .... is obtained’) 
10. Right to assess and re-assess. 
Sec. 55—(“The minister may”) 
11. Right to make refunds without application from taxpayer. 
Sec. 56—(“The minister may”) 
Power to extend time for making appeals re taxpayers in Armed 
Forces. 
Sec. 58(1) (a)—(“with the consent of the minister”) 
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General power to make regulations deemed necessary to carry 
Act into effect. 

Sec. 75(2)—(“The minister may”) 

Power to make regulations deemed necessary to carry into effect 
Dominion-Provincial agreements with respect to income taxes. 
Sec. 76A(2)—(“The minister may’’) 

Power to reduce or waive penalty for failure to file returns in 
certain cases. 

Sec. 77(3)(b) and 77(4)—(“the minister may’) 

Power to authorize person to lay information or complaint. 
Sec. 82(1)—(“authorized .... by the minister”) 

Right to limit allowable costs for purposes of tax credit re 
capital expenditures. 

Sec. 90(3), (4) (x), (5) and (6)—(“as the minister may deter- 
mine”; “the minister shall have power to determine”) 

Tax deductions at the source—regulations, etc. 

Sec. 92(2), (3) and (4)—(‘“‘may by regulation prescribe”) 

(b) Special Administrative Matters: 

Power to decide whether taxation treatment by other countries 
of ships and aircraft qualifies for reciprocal exemption. 

Sec. 4(m)—(“in the opinion of the minister’) 

Power to decide which of two taxpayers is entitled to benefit of 
depletion allowance. 

Sec. 5(1)(a)—(“the minister shall have full power’’) 

Power to pass on acceptability of evidence as to tax paid and 
income derived by non-resident subsidiaries, etc. 

Sec. 8(3) and XP 9(3)—(“evidence satisfactory to the minis- 
ter”) 

Where tax avoidance feared, a dividend may be deemed to have 
been distributed and the shareholders taxed accordingly. 

Sec. 13(2)—(“‘Where the minister is of the opinion .... power 
to determine”) 

Where husband and wife are partners, the whole business in- 
come can be attributed to husband or wife. 

Sec. 31(1)—(“in the discretion of the minister’’) 
Notwithstanding return made by taxpayer or in absence of 
return, minister may determine amount of tax. 

Sec. 47—(“the minister may determine’’) 


. Powers which Make the Minister the Judge of Reasonableness or 
Equity 


25. 


26. 


27. 


28. 


Power to determine whether 4(k) (Companies) who fail to file 
returns within required time have reasonable cause for delay 
and may be excused from penalty. 

Sec. 4(k)—(“the minister shall be the judge”) 

Power to determine just and fair depletion allowance for mines, 
oil and gas wells and timber limits. 

Sec. 5(1) (a) —(“The minister .... may make”) 

Power to determine what is reasonable rate of interest on bor- 
rowed capital used in business. 

Sec. 5(1) (b)—(“as the minister in his discretion may allow’) 
Power to pass on reasonableness of charges made by controlling 
companies abroad. 

Sec. 6(1) (i) —(“if the minister is satisfied’) 
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Power to decide that any expense is in excess of what is reason- 
able or normal. 

Sec. 6(2) and XP 8(b)—(“the minister may”; “in his discretion 
may determine”) 

In determining earned income, minister may reduce salaries, 
etc., to amount commensurate with services actually rendered. 
Sec. 6(3)—(“decision . .. shall be final and conclusive”) 


Determination of extent to which expenses may be applicable 
to earned income and investment income, respectively. 
Sec. 6(4)—(“determination .... shall be final and conclusive”) 


Similar power of apportionment of expense between taxable and 
non-taxable income. 
Sec. 6(5)—(“the minister shall have full power’) 


Power to determine what income is taxable in case of persons 
resident both in Canada and abroad. 

Sec. 9B(7)—(“the minister may determine”) 

Right to fix the income value of property, the upkeep of which 
is required under the terms of a will or trust. 

Sec. 11(5)—(“as the minister may prescribe’) 


Right to determine what accumulation of profits by corporation 
exceeds what is reasonably required for the purposes of 
business. 

Sec. 13(1)—(‘“if the minister is of the opinion”) 


Right to determine the fair price of commodities sold by one 
company to a related company. 

Sec. 23—(“the minister may determine”) 

Power to determine amount of interest deemed to be received 
by Canadian company on advances to non-resident company. 
Sec. 23A—(“the minister may ... determine”) 


Right to decide whether transactions with non-resident affiliates 
conform to general business practice. 
Sec. 23B—(“unless the minister is satisfied’’) 


Where creative operations are carried on in Canada by non-. 
residents, the right to determine what proportion of the income 
therefrom shall be taxed in Canada. 

Sec. 26—(“the minister shall have full discretion”) 

Similar provision in the case of non-residents soliciting orders 
or offering for sale in Canada. 

Sec. 27A—(“the minister shall have full discretion”) 

Power to determine fair market price where assets are sold 
to shareholders of a corporation. 

Sec. 32B—(“the minister shall have full power to determine”) 
Right to decide which mines shall be entitled to the three-year 
exemption for new mines. 

Sec. 89(2)—(“the minister shall determine”) 

Where parents fail to agree as to deduction in respect of 
dependent child, minister may determine which taxpayer should 
have the deduction. 

First Schedule, Sec. 1, Rule 6—(“unless the minister otherwise 
determines”) 

Power to adjust standard profits of taxpayers in respect of 
changes in length of fiscal period, alterations in capital em- 
ployed, and changes in volume of production of gold mines and 
oil wells. 

Sec. XP 4(1)—(“the minister may in his discretion”) 
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45. Power to direct that in fixing standard profits of new businesses, 
standard profit of predecessor may be taken into account. 
Sec. XP 4(2)—(“if the minister is satisfied .. . he may”) 

46. Power to decide whether business of taxpayers in standard 
period was depressed. 
Sec. XP 5(2), (3) and (4)—(“if ... the minister is satisfied”; 
“in the opinion of the minister’) 

47. Power to appeal decisions of the Board of Referees to the 
Treasury Board. 
Sec. XP 5(5)—(“until approved by the minister”) 

48. Power to decide what is a reasonable provision as a reserve 
against inventory decline. 
Sec. XP 6(1)(b) and XP 6(2)(c)—(“the minister, in his dis- 
cretion, may’’) 

49. Power to fix reasonable allowance in lieu of salary to proprietors 


of unincorporated businesses. 
Sec. XP 6(2)(b)—(“the minister, in his discretion, may”) 


C. Powers which Constitute the Minister the Judge of the Facts 

50. Right to determine whether a company carries on an active 
financial, commercial or industrial business (re personal corp- 
orations). 

Sec. 2(1) (i) —(“in tha opinion of the minister’) 

51. Right to determine the interest portion of a payment in which 
principal and interest are blended. 

Sec. 3(2)—(“the minister is of the opinion”; “the minister 
shall have the power to determine”) 

52. Right to determine whether a single payment made to an 
employee upon retirement is in recognition of long service. 
Sec. 3(6)—(“Where the minister is satisfied’’) 

53. Right to determine whether payments made to former em- 
ployees are in respect of loss of office or employment. 

Sec. 3(8)—(“Where the minister is satisfied’) 

54. Right to determine the extent to which the income of a non- 
wesident company has been taxed in Canada. 

Sec. 4(0)—(“the minister’s determination shall be final and 
conclusive”) 

55. Power to exempt dividends from non-resident subsidiaries under 
certain conditions. 

Sec. 4(r)—(“if the minister is satisfied”) 

56. General broad powers to settle any question arising under the 
sections dealing with charitable donations by individuals and 
annuity exemptions. 

Sec 5(1)(j) and (k)—(“the decision of the minister .... shall 
be final and conclusive”) 

57. Right to determine whether in assessing mining corporations 
under the Assessment Act (Ontario), deductions have been 
allowed for income and excess profits taxes payable. 

Sec. 5(1) (s)—(“provided that the minister is satisfied’) 

58. Right to determine whether a re-financing under which income 

bonds or debentures are issued was occasioned by financial 


difficulties. 
Sec. 6(1) (k)—(“to the satisfaction of the minister”) 
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Right to decide whether or not certain annuity contracts per- 
mit the postponing of premium payments without disadvantage 
to the taxpayer. 

Sec. 7A(1) (b) (ii) —(“in the opinion of the minister’) 

Right to determine whether a mortgage or agreement of sale 
was an enforceable obligation of the taxpayer. 

Sec. 7A(1) (d)—(“to the satisfaction of the minister”) 

Right to fix the amount of income of a non-resident subsidiary 
corporation. 

Sec. 8(2B)—(“the minister may”) 

Right te determine whether or not a corporation has been 
actively engaged in prospecting and has carried out the pur- 
pose for which it was formed. 

Sec. 8(5) (Second Proviso), 8(9) and 8(9A)—(“satisfies the 
minister’’) 

Power to decide which municipal or public bodies perform a 
function of government. 

Sec. 9B(1)—(“in the opinion of the minister’’) 

Right to determine what persons are deemed to be residents 
of Canada and what income is, taxable. 

Sec. 9B(7)—(“the minister shall have full power to deter- 
mine”) 

Right to determine whether or not a taxpayer corporation 
was incorporated for the purpose of evading the 15% tax on 
non-residents. 

Sec. 9B(11)—(“if the minister is satisfied”) 

Right to determine chief business or occupation of taxpayer. 
Sec. 10(2)—(“the minister shall have full power to determine”) 
Right to value property transferred by shareholders to personal 
corporations. 

Sec. 21(3)—(“the decision of the minister shall be final and 
conclusive”) 

Right to determine whether or not a transfer to a minor was 
made for the purpose of evading income tax. 

Sec. 32(1)—(“unless the minister is satisfied”) 

Right to determine whether transfer of property on the basis 
of quid pro quo is a gift. 

Sec. 88(7)—(“the minister shall have power to determine’) 
Right to determina whether taxes withheld at the source are 
in excess of the tax actually due. 

Sec. 92(8)—(“If the minister is of the opinion”) 

Right to fix the date of actual commencement of business 
operations. 

Sec. XP 2(1)(h)—(“If the minister is satisfied’) 

Right to decide whether a taxpayer has embarked upon a sub- 
stantially different business from that formerly carried on. 
Sec. XP3(1) (Proviso), XP 4(2), XP 4A(1) (a) (i) and XP 5(4) 
—(“in the opinion of the minister’; “if the minister is sat- 
isfied’’) 

Power to decide whether or nof little or no capital is employed 
in carrying on professional activities. 

Sec. XP 7(b)—(“in the opinion of the minister’’) 
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74. Power to determine whether a substantial increase in capital 
employed has occurred upon the incorporation of a so-called 
“controlled company”. 

Sec. XP 15A—(“in the opinion of the minister”) 

. Power to determine whether advances from parent companies 
are in the nature of permanently invested capital. 
Sec. XP, First Schedule, 3(c)—(“which the minister, in his 
sole discretion, determines”) 


. Powers to Grant or Refuse Exemptions and Allowances 
76. Power to excuse from taxation a portion of certain living 
allowances. 
Sec. 3(4)—(“as may be determined by the minister in his 
discretion”) 

. Power to approve certain farmers’ associations for tax exemp- 

tion. 
Sec. 4(i)—(“as are approved by the minister”) 

. Power to specify amounts of depreciation and depletion for 
purposes of loss carry-over. 

Sec. 5(1) (p)—(“as the minister may allow’) 

. Power to qualify donations to scientific research associations as 
deductions from taxable income of the donor by approving the 
recipient of the donation. 

Sec. 5(1) (u)—(“approved by the minister’) 

. Right to determine the amount of a deduction in respect of 
a reserve for bad debts. 

Sec. 6(1) (d)—(“as the minister may allow”) 

. Right to determine amount of depreciation. 

Sec. 6(1)(n)—(“in the opinion of the minister’; “as the 
minister in his discretion may allow’’) 

. Right to allow Provincial taxes as a deduction in determining 
taxable income. 

Sec. 6(1) (0) —(“as the minister in his discretion may allow”) 

. Right to permit a taxpayer to bulk income and excess profits 
taxes paid abroad for purposes of allowable deductions against 
aggregate income and excess profits taxes in Canada. 

Sec. 8(1) and XP 9(1)—(“the minister may in his discretion 
allow”) 

. Right to permit exploration expenses by other persons to be 
treated as deductions of the taxpayer. 

Sec. 8(11)—(“the minister may direct’) 


. Power to Approve a Pension Fund or Plan 
85. Miscellaneous provisions for allowances and deductions which 
require that the pension fund or plan shall be approved by 
the Minister. 
Sec. 4(z), 5(1) (ff), 5(1)(g), 5(1)(m) and 7A(1) (a)—(“ap 
proved by the minister’’) 
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APPEAL PROCEDURES 


A question of interpretation of the act first arises in 
many cases when the assessor from the local tax office, 
during the course of his examination, discusses with the 
taxpayer certain methods of treatment by the taxpayer 
of either receipts, revenue, disbursements, or expenditure 
with which he, the assessor,-is in disagreement. If the 
assessor and taxpayer cannot agree, or even if they do but 
the assessor feels such agreement is contrary to the in- 
terpretation of the act as laid down by departmental ruling 
or procedure, a meeting with officials of the local office 
is arranged and the matter fully discussed. This often 
brings to the taxpayer’s notice for the first time the regu- 
lations issued by the Deputy Minister to his inspectors for 
guidance in interpretation of the law. In other instances 
the taxpayer finds that these regulations have been changed 
without notice since they were first disclosed to him. 

It is understood that these rulings are only regarded 
as the department’s general interpretation of the law but 
they cover not only interpretation of law but also the basis 
for exercising discretion which, under the present proced- 
ure, can be and are changed without notice to the taxpayer. 

If, as a result of discussions with local officials and those 
at Ottawa, a mutually acceptable interpretation of the law 
or exercise of discretionary powers cannot be arrived at, 
the taxpayer is assessed and he then has his rights of 
appeal. We are informed that the normal procedure is 
that all corporate returns and the larger individual returns 
are sent to the head office at Ottawa for review before 
assessments are issued from the local tax office, with the 
result that before assessment the facts and the application 
of the law have been under the scrutiny of a field assessor, 
the chief assessor at the local office, and the chief assessor’s 
Office at Ottawa. 

The tax act should provide facilities for the prompt and 
final adjustment of complaints and disputes without undue 
expense to the taxpayer. Our present procedure involves 
a complex, expensive and usually lengthy method of dealing 
with tax disputes. If a taxpayer is dissatisfied with his 
assessment, he may within thirty days file an appeal. This 
appeal is considered by and in many instances is discussed 
with officials of the tax department and in due course either 
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a settlement is reached or his appeal is rejected. There 
is no time specified in which this operation must take place. 
If the taxpayer is still dissatisfied, he has another thirty 
days in which to file a further document, called a “Notice 
of Dissatisfaction”, and again the same officials in their 
own time, consider the submission of the taxpayer and 
again render a decision. Upon receipt of this decision, if 
unfavourable, the taxpayer, again within thirty days, must 
furnish a sum of money as security for costs and the case 
is set down for trial in the Exchequer Court. There is no 
guarantee that the case will come before the court promptly, 
and: when it has finally been tried there may be a consider- 
able further delay before judgment is rendered. From the 
Exchequer Court an appeal may be carried to the Supreme 
Court of Canada and thence to the Privy Council. It is 
fair to say that under present conditions a taxpayer may 
wait for a number of years and spend a very large sum 
of money before obtaining a final answer to his dispute. 
Under these conditions a taxpayer is reluctant to appeal to 
the court to obtain a decision on a matter which may involve 
an important question of principle and as an alternative he 
often agrees to a compromise settlement. 

The first remedy is the elimination as far as possible of 
the discretionary provisions, and full publicity of the man- 
ner in which discretion is to be exercised under any re- 
maining discretionary sections. If the law and adminis- 
trative practices are clear, the taxpayer has a better 
opportunity of correctly calculating his tax and in such 
circumstances a large percentage of the disputes would 
disappear. There will always be, however, disputes which 
will have to be settled by a judicial or quasi-judicial tribunal 
and in our view a board of review to be presided over by 
a judge should be established to which taxpayers will have 
ready and inexpensive access and whose findings will be 
made public. If such board is to exercise functions of a 
semi-judicial nature, it should not be under the control of 
the officials who are parties to the dispute, as one cannot 
litigate successfully if one’s opponent is also the judge of 
the issue. 

While the delegation of authority to local inspectors and 
their staffs is not only proper but necessary, it does create 
certain difficulties in ensuring consistency of assessment 
treatment as between taxpayers. There are a number of 
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contentious matters which arise in connection with the tax- 
ation of business, and the publication of decisions of a 
board of review on these vexed subjects should contribute 
materially to consistency of assessment treatment, and 
further, should develop principles which would simplify 
the correct computation of the tax liability and reduce the 
number of complaints and disputes. 

The following procedure should provide workable fa- 
cilities for the prompt and inexpensive settlement of dis- 
putes and appeals. 

Where the taxpayer objects to the amount on which he 
is assessed, it is recommended that he be required to file 
an appeal within one month after the mailing of the notice 
of assessment. The officials of the tax department should 
then review the appeal and such appeal should be referred 
to tha board of review within four months from the date 
of mailing the notice of assessment if no agreement is 
arrived at with the taxpayer. The taxpayer should be noti- 
fied in writing that the matter has been referred to the 
board of review and he should be given thirty days from 
the date of such notice in order to file any additional in- 
formation whieh he may deem necessary to support his case. 
As outlined by Mr. Elliott, the appeal procedure in the 
department is relatively informal and much of the material 
upon which the taxpayer’s appeal is based may not have 
been presented to the department in writing. On a refer- 
ence to the board of review, additional data from the 
taxpayer might be required in many cases to support the 
taxpayer’s claim. The board, in order to accommodate the 
taxpayer, should sit at various cities throughout Canada 
and the cost of appearing before it should be kept at a 
minimum. 

If the board is to function effectively, it must have a 
large measure of independence, security of tenure of office 
for its members, and it must be free of any influence or 
control by those in charge of the income tax administration. 
Either the taxpayer or the Minister should have the right 
of appeal from the board’s findings to the Exchequer Court. 
It is further recommended, when appeals have been filed, 
that this board be empowered to review the exercise of 
discretionary power and have the right to regard the 
discretion as not having been exercised and to substitute 
its own discretion for that of the administrative official. . 
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SUMMARY 


For your convenience we summarize our conclusions 
and recommendations as follows: 

1. Legislation. The task of tax administration is 
handicapped by the unsatisfactory character of the existing 
legislation, and especially its lack of certainty and clarity. 
Accordingly, the Income War Tax Act should be re-written 
at the earliest possible date. And in future, adequate time 
should be allowed for careful preparation of amendments 
and for consideration of them by the public. 

2. Assessments. Partly because of deficiencies in the 
legislation and partly because of administrative practices, 
assessments in recent years have been unduly delayed. They 
should now be brought up to a reasonably recent date, and 
attended to promptly in future; as a specific suggestion, no 
more than two years should be allowed to the tax depart- 
ment to vary the tax liability as calculated by the taxpayer. 
Any interest paid by the taxpayer on overdue taxes should 
be allowed as a deductible expense. Charging of interest 
to the taxpayer suggests that interest on overpayment 
should be credited to him. To avoid undue detail with 
small payments, some level might be set below which in- 
terest should be neither charged nor credited. 

8. Discretionary Powers. We believe that the number 
and the range of discretionary powers are now excessive, 
and that they should be materially reduced and that those 
which may be continued should, as far as possible, be clari- 
fied by publication of regulations, interpretations and 
rulings. 

4. Appeal Procedures. The present procedure for 
appeal from assessments is unfair to the taxpayer. Un- 
certainties in taxation itself should be removed as far as 
possible through improvement in the law and in its admin- 
istration, and for those problems which remain there should 
be a board of review, independent of the actual tax admin- 
istration, but conveniently accessible to the taxpayer and 
to the department, from which in turn there would be 
recourse to the Exchequer Court of Canada. 





DOMINION-PROVINCIAL RELATIONS 


Dominion- Provincial Relations 


An address by Blair Fraser, Ottawa, before a recent 
meeting of the Chartered Accountants’ Club of Ottawa. 

F THE fourteen men engaged in the Dominion-provin- 

cial conferences, nine are provincial premiers, and five 
are members of the federal cabinet—C. D. Howe of Recon- 
struction, J. L. Ilsley of Finance, Brooke Claxton of Health 
and Welfare, Louis St. Laurent, the constitutional expert 
and spokesman of French Canada, and in the chair Prime 
Minister Mackenzie King. They are dealing once more 
with the biggest job of home statesmanship that Canada 
has seen since 1867—altering the nature and function of 
Confederation. And they bring to that job as motley a 
set of minds as could well be gathered in one room. 

They represent no less than five political parties, for 
one thing—Alberta’s Social Credit, Saskatchewan’s C.C.F., 
Ontario’s Progressive Conservative, Quebec’s Union Na- 
tionale and the straight Liberals of the Maritimes and of 
Ottawa. Some of these political differences are sharpened 
by personal enmities, too. Premier Drew of Ontario has a 
feud of many years with Prime Minister King; Maurice 
Duplessis can’t sit long at the same table with Louis St. 
Laurent without fighting a couple of Quebec by-elections 
over again. 

Other hostilities don’t even cross party lines. Angus 
L. Macdonald’s government in Nova Scotia is one of the 
three straight Liberal regimes left among the provinces, 
but Angus L. takes second place to no Tory in his dislike 
of Mackenzie King. John Hart of British Columbia, quiet 
and courtly in manner and on good personal terms with 
everyone, is a British Columbian before he’s a Liberal—he 
shares with Senator Gerry McGeer a suspicion that “Van- 
couver is 3,000 miles from Ottawa, but Ottawa is 10,000 
miles from Vancouver”. 

It’s hardly surprising that they don’t find it easy to 
agree, as they try to work out a new kind of confederation 
within the framework of the old. It’s more surprising, per- 
haps, that in six months work they have agreed on such 
a wide area of the problem before them. Using as a basis 
for discussion the Dominion proposals published last Aug- 
ust, they have managed to narrow the field of disagree- 
ment more than pessimists had thought they ever would do. 
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The Proposals 

What were these proposals? 

They had three main categories, and on the first two 
there was no disagreement at all. 

First was that Ottawa should take over the costlier 
kinds of social legislation, now the responsibility of the 
provinces under the British North America Act. Ottawa 
would agree to assume responsibility for unemployment re- 
lief. Ottawa would pay the whole cost of old age pensions, 
starting at age 70 and paid without means test. Ottawa 
would pay 60% of the cost of a new health insurance scheme 
to be administered by the provinces. 

With one voice the provinces cheered these commit- 
ments. Over health insurance they did a good deal of con- 
structive haggling; over unemployment there was no argu- 
ment at all. As for old age pensions, Ontario volunteered 
the suggestion that Ottawa should begin paying them at 
65 instead of 75, and also that Ottawa pay for three-quar- 
ters of “approved” provincial welfare services. 

Second main category of Ottawa’s proposals was the 
plan for public investment. Ottawa adopted the so-called 
“balance wheel” theory of public finance, the idea that pub- 
lic works should be planned and timed to take up the slack 
of employment when private enterprise failed to provide 
enough jobs. Not the random, wasteful make-work pro- 
jects of the thirties, always too little and too late, but a 
planned program of national development that would tackle 
depressions at the source—this was the hope behind the 
Ottawa public investment scheme. 

So far, no one has challenged this proposal. 

It was set forth in the White Paper on reconstruction 
that Mr. Howe tabled in parliament a year ago. Progres- 
sive Conservatives endorsed it. CCF members sniffed at 
it dubiously—it was “a gamble on capitalism” and there- 
fore likely to be lost, in their view—but they agreed it was 
as good as anyone could expect from a capitalist system. 
And as for the provinces, at no time has any of them chal- 
lenged the “balance wheel” theory. They all go along with 
it. 

All the argument that’s been holding up Dominion-pro- 
vincial agreements, all the fuss and feathers between the 
“rich” provinces and the “poor” provinces have centred on 
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the third category of the Ottawa brief: How to find the 
money. 
Problem of Finance 

Ottawa wants the provinces to vacate entirely the so- 
called “progressive” tax fields—corporation tax, personal 
income tax, inheritance tax or succession duty. In return, 
Ottawa offers a per capita grant that would vary with na- 
tional income but would never go below a guaranteed min- 
imum. In the Dominion brief of last August the minimum 
grant offered was $12 per person, a total of $138 million 
for all provinces. 

Ottawa’s brief was published, of course, all in one piece. 
The financial proposals were tagged on to the full employ- 
ment and social security program and the whole thing was 
brought forth in an odor of sanctity, like a new delivery 
of tablets from Sinai. You got the impression that any- 
one who altered a line or challenged a comma in these 
sacred writings damned himself as an anti-Canadian. 

At the public sessions last August, the provincial people 
were a bit subdued by all this righteousness. They didn’t 
say very much—spoke their prepared pieces and went 
home, with Ottawa’s little green book in their brief cases. 

It was a different story when they came back in No- 
vember. They had taken the Ottawa brief apart in the 
meantime, and found—with varying degrees of glee—that 
it was full of holes. 

It wouldn’t balance their budgets. Even Stuart Garson 
of Manitoba, the friendliest as well as the best informed 
critic of the proposals, found he couldn’t break even on the 
$12 grant. He worked out three sample budgets at three 
different levels of national income, and got a deficit in all 
of them. George Drew, with a similar calculation, reported 
deficits for Ontario of $15 to $30 million. All the provinces 
cried with one voice ““You’ve got to give us more money.” 

They were also unanimous in a second objection of 
which Angus Macdonald was principal spokesman. He 
pointed out that provinces would still, under the new set-up, 
have responsibilities that could become very costly in a de- 
pression. 

Provinces would still be responsible for supporting “un 
employables”—and that meant anyone out of work for more 
than two years, in addition to the physically handicapped. 
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Provinces would still be responsible for aiding the self-em- 
ployed, which meant Nova Scotia’s fishermen as well as the 
prairie farmers. Provinces also would have the burden of 
supplementing unemployment relief—all Ottawa promised 
to pay was 85% of the unemployment insurance rate, and 
in low-income categories that simply would not be enough 
to live on. 

All these things could run into money. And all provin- 
cial premiers remember the depression, when they went to 
Ottawa with their hats in their hands and met, not a group 
of spending departments on a planning spree, but the grim 
watchdogs of the Treasury whose answer was always “no”. 
They were too polite to remind Mr. King about the time 
he said he “wouldn’t give a five cent piece to a Tory gov- 
ernment” for unemployment relief. But they haven’t for- 
gotten it any more than he has. No premier wants ever 
again to have to ask Ottawa for a five cent piece beyond his 
constitutional due. 

But under the Ottawa proposals, Mr. Macdonald pointed 
out, the provinces were given no assured sources of revenue 
with which to meet these obligations. He suggested that 
Ottawa vacate, therefore, the fields of gasoline, amusement, 
electricity, telephone and pari-mutuel taxes. 

All nine provinces, I think, were annoyed at Ottawa’s 
reaction to this request. They felt it showed a total lack 
of any give-and-take spirit. Ottawa was asking them to 
get out of the one field the B.N.A. Act gave them—direct 
taxation. When they asked in return that Ottawa vacate 
a few minor tax fields, all they got were hums and haws. 
Ottawa didn’t want to consider any restriction of its over- 
riding power to tax anything. 

Provincial premiers thought of the prophet Nathan’s 
parable to King David, about the rich man with all his 
flocks and herds stealing the poor man’s pet lamb. They 
thought it fit their case as well as that of Uriah’s wife. Most 
of them were pretty indignant, and some of them still are. 

However, between the November and the January meet- 
ings, the federal government yielded ground on both these 
major objections. 

Subsidy Offer Increased 


To the demand for more money, they responded by 
raising the ante from $12 to $15 per person, minimum. 
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That means an increase of minimum payment to all prov- 
inces from $138 million to $180.4 million. On the basis of 
national income over the past three years, though, the actual 
amount of grants that would have been paid out in 1946, 
had these proposals been operating, is $197.2 million. 

To the demand for exclusive tax fields, Ottawa went so 
far as to agree not to increase existing federal taxes on 
gasoline, amusements and the rest. Prime Minister King 
also offered the provinces another fiscal aid. At present, 
their various sales taxes rest on very shaky constitutional 
ground—in order to palm them off as “direct” taxes the 
provinces have to collect them in a clumsy, inefficient way. 
Mr. King offered to sponsor an amendment to the B.N.A. 
Act that would spell out the provincial right to levy sales 
tax, and permit them to do it efficiently. 

All these changes were contained in the revised pro- 
posals, still officially “secret” at this writing, which were 
handed to the provincial premiers in January. There were 
other changes, too, of minor nature. British Columbia was 
offered special terms to give her something approaching 
her present high income tax return. Prince Edward Island 
got guaranteed minima to protect it against the consequen- 
ces of its tiny population. Saskatchewan and Nova Scotia, 
who had challenged the “per capita” basis as unjust, were 
appeased with the offer of a “sliding scale” of grants for 
public works—instead of the flat 20% of federal aid offered 
in August, Ottawa now promised to make individual deals 
to suit the economic circumstances. 

In no case did the concessions go as far as all the prov- 
inces might have wished, but they did go quite a way. The 
feeling is strong in Ottawa that seven of the nine provinces 
would make a deal on these terms, or something very like 
them. And if inheritance tax is thrown in as a provincial 
tax field (shared with Ottawa) they think Quebec will settle 
too. 

It was inheritance tax that broke up the January meet- 
ing, just as agreement seemed to be glimmering in sight. 
Mr. Duplessis, supported by Col. Drew, held out for a pro- 
vincial slice of succession duties—they had both asked that 
Ottawa vacate the field entirely, a suggestion Ottawa would 
not entertain for a moment, but the impression was that 
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they would really be content with a continued sharing (and 
double taxation) of estates. 

Ottawa was willing to consider letting the provinces 
double-tax estates if they insisted, but it meant the whole 
Dominion proposals had to be re-calculated. All the present 
offers of grants, etc., were designed to replace succession 
duties as well as income and corporation taxes. If succes- 
sion duties were to be left out, it obviously meant the grants 
would have to be smaller. They would also have to be 
unequal—death duties are a gold mine to some provinces, 
mere peanuts to others. Ontario, for instance, collected 
$3 per capita in the last year of provincial succession du- 
ties; Saskatchewan collected only 42 cents. 

Just how this difficulty is going to be surmounted is 
still a bit of a puzzle. In actual amount, succession duties 
are not of great fiscal importance—all nine provinces col- 
lected only $24 million a year on an average. But the 
more Ottawa’s financial wizards look into the problem of 
breaking up the inheritance tax fairly, the more difficult 
it appears. 

They find, too, that it makes more difference to the na- 
tional economy than they had thought at first. Provincial 
taxes on estates give a great advantage to the richer prov- 
inces, not only in actual revenue but in attracting capital 
to their domain. A province like Ontario, with lots of 
millionaires among its residents, can afford to have a very 
low rate of inheritance tax and still get a high total of 
revenue therefrom. Poorer provinces like Saskatchewan 
or Nova Scotia, in order to get any appreciable return from 
their fewer estates, would have to slap on such a high tax 
rate that wealthy people of advanced years would be in- 
clined to leave the province whenever possible, to preserve 
their sons’ inheritance. The result would be to multiply 
the already considerable advantages of Ontario, Quebec and 
British Columbia in attracting capital for investment, and 
to reinforce the argument for socialism in Saskatchewan. 
Ottawa does not want to strengthen the case for socialism 
any more than it can help. 


So the argument over succession duties, which seemed 
a merely technical problem, may yet turn out to be the reef 
on which the conference will founder. And this danger 
is heightened by the dissenting mood of Ontario. 
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Just before the January meeting, Ontario published a 
brief of her own. Unlike the other provinces’ submissions, 
it struck at the root of Ottawa’s thesis and suggested a 
new, alternative system for the reform of Confederation. 

Briefly, here is what Ontario suggested: 

1. Continued sharing of corporation and income taxes 
—Ottawa’s request for a monopoly was rejected. 

2. Provincial monopoly of succession duties, gasoline 
and several other tax fields. 

3. Aid to “poor” provinces from a national adjustment 
fund composed of 10% of all provinces’ revenue from cor- 
poration, income and inheritance taxes. 

4. Administration of the national adjustment fund, and 
co-ordinating of “‘timed” public works, by a permanent com- 
mittee made up of nine provincial premiers and the Prime 
Minister of Canada. 

Obviously, the Ontario brief puts primary emphasis on 
the maintenance of provincial autonomy. It damns the Ot- 
tawa brief as the blueprint for “centralized, unitary gov- 
ernment”, declares the fundamental question is “whether 
the time has come to abandon our federal system, in fact 
if not in name” and answers that question with a strident 
“no”. Instead of the “centralized, unitary government” 
it proposes a co-ordinating committee of premiers which 
could proceed only by unanimous consent, i.e., any prov- 
ince could veto any action. 

Since the January meeting there have been indications 
that Premier Drew would not dig in behind his brief for 
any last-ditch fight. He himself has said “this conference 
must not fail”, and fail it would without compromise away 
from Ontario’s present position. No conceivable modifica- 
tion of it would be acceptable to Ottawa nor to at least seven 
of the other eight provinces. But even allowing for a wil- 
lingness to compromise on Premier Drew’s part, there is 
still real danger of deadlock. 

It is time, therefore, for us all to ask ourselves “What 
does this argument mean to us, the ordinary taxpaying 
citizens of Canada?” 

A Transfer of Power 

When we look at the issue from the standpoint of the 
citizen, one fact stands out: Ottawa’s proposals take no 
power at all away from the individual. Every vote is still 
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a vote. Every region still has its representation in the 
House of Commons, a forum for every voice. And if you 
don’t think every voice is heeded there, you should watch 
the government stand to attention when a regional bloc 
like the B.C. ginger group gives tongue. 

Ottawa’s proposals take certain items of power and 
prestige away from one set of politicians, and give them 
to another set of politicians—both sets, remember, equally 
responsible to the same people, you and me. Secondly, the 
Ottawa proposals make certain things possible in Canada 
which have not, in peacetime, been possible heretofore. 


One of these things, and the most important so long as 
times are good, is tax reform. 
A Ruinous Tax System 


People in the federal Finance Department, the very men 
who make our tax laws, believe that if we don’t have an 
early and complete reform of the whole tax structure, free 
enterprise in Canada will be ruined. As every business- 
man knows, Canada has one of the worst tax systems in 
the world. It levies on the cost of production, which is 
thereby multiplied. What with excise taxes and with manu- 
facturers’ sales tax on every transfer of capital goods, we 
manage to boost the production cost of some items as much 
as 40%. This makes it pretty hard for Canadian manu- 
facturers to compete in the markets of the world. 

Then, we have a manifestly unfair double taxation of 
income from corporate enterprise, which is a chronic dis- 
couragement to investment in Canada. Earnings are taxed 
first as corporation profits, then taxed again as the income 
of individuals who own the corporation. 

This injustice in complicated by the fact that co-opera- 
tive and publicly-owned enterprises don’t pay corporation 
tax. It gives them a 40% advantage over every private 
enterprise in Canada. 

Tax Reform Promised 

Prime Minister King is on record with an outright 
pledge to clean up this tax mess as soon as possible—and 
that’s to say, as soon as Ottawa gets a free hand in this 
tax field. 

At the January meeting of premiers, Mr. King promised 
that just as soon as he could be sure that provincial govern- 
ments would not nullify federal policy by absorbing any 
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tax reduction Ottawa might grant, then the federal govern- 
ment would immediately reduce the element of double tax- 
ation in the corporation tax. 

He made another promise, almost in the same breath, 
which is of even more interest to the average citizen. He 
promised under the same conditions (i.e., as soon as agree- 
ments with the provinces could be reached) a further re- 
duction in personal income tax. 

Both these promises are integral parts of the Domin- 
ion’s revised proposals. They are two good reasons why 
all Canadians should want their ten governments to hurry 
up and come to an agreement. 

Perhaps, in good times, these are the best of all reasons. 
But if depression should hit us again, we’d have an even 
better one. 

As we stand now, when the present tax agreements run 
out next year, no government in Canada is able to accept 
responsibility for widespread and continued unemployment. 
The provinces, whose duty it is under the B.N.A. Act, can’t 
afford it. And Ottawa will not take over this responsibility 
without a free hand on progressive taxes. 

This isn’t mere stubbornness, or refined blackmail. Ot- 
tawa feels that responsibility for unemployment entails re- 
sponsibility for employment—that you can’t combat depres- 
sions unless you have power to use the nation’s fiscal ma- 
chinery as a brake on the deflationary spiral. 

Up to now, most of the argument over income tax has 
centred on the matter of fairness. Ontario and Quebec 
and B.C. are able to tax income that is really earned on the 
prairies or in the maritimes. This leads to discrimination, 
inequality of opportunity among Canadians who ought to 
have the same chance. 

Control of Economy 

This argument has a lot of weight, but still more import- 
ant is one that is oftener ignored—the responsibility for 
maintaining a stable national income. Only a federal gov- 
ernment could manipulate taxation to keep business going, 
to keep people at work. 

You often hear people say that it doesn’t matter who 
collects the taxes, they all come out of our pockets anyway. 
Finance experts say this is the worst fallacy in Canada. It 
matters very urgently, they say, because the way income 
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tax is levied has a colossal effect on the amount of income 
there is. 

That is why the federal government absolutely refuses, 
and will continue to refuse, to take over the provinces’ duty 
of unemployment relief, unless and until it can have a mon- 
opoly of income and corporation taxes. And if the federal 
government doesn’t take on that responsibility, no govern- 
ment will be able to support it. We shall be back where 
we were 15 years ago, sunk in depression with nobody able 
to do anything about it. 

It is worth while to look back and remember just what 
that means. 

Personally, I’ll never forget one summer afternoon in 
1933, when I met my father in Montreal. I was 24, mar- 
ried, and out of work—my job had been abolished as an 
economy measure a couple of months before. My father 
had just been to Ottawa with a delegation to see if there 
wasn’t some way his plant could get enough orders to keep 
on running, even part-time—enough to give some employ- 
ment, however scanty, in the one-industry town where I 
was born. 

At Ottawa a cabinet minister had told them “No, we 
can’t do anything for you. Why do you think we could do 
anything for you in particular, when the whole country is 
likely to turn belly up any day now?” Those were his 
words. 

Nobody who has not been through it can understand the 
frustration, the despair of that experience. I couldn’t find 
employment. My father couldn’t find any way to keep on 
providing employment. And no government in Canada 
could do anything to help either of us. 

Canada cannot afford to have that happen again. Next 
time, somebody will have to be in a position to do some- 
thing, even if it is the wrong thing. 

Centralization 

A good deal of the opposition to Ottawa’s proposals, a 
good deal of support for the Ontario brief springs from a 
silent wish on the part of some Canadians to have the 
federal government relatively weak. They think it would 
be safer, in case a CCF regime took power at Ottawa. The 
governments are bound to be more conservative than one, 
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anyway—decentralize power and you discourage speedy 
action, in fact you make it impossible. 

Maybe this fear of government action is well grounded. 
Maybe the government will do more harm than good with 
its efforts to combat depression—maybe “balance wheel” 
financing is a crackpot idea. 

But even then, I do not think we can take a chance on 
paralytic government. I do not think the Canadian people 
would stand for it. Not again. Not a second time. 

Last time they took it pretty well. There was hardly 
a riot in all Canada, that you could call a riot, during those 
years when a man might be out of work for months and 
years, when he could beat his way on the brake rods from 
Halifax to Vancouver and back without ever finding a job, 
when he couldn’t see any future ahead for himself, any 
security for his children. And no government could do 
anything for him. 

They took it well, too, when war came. The men who 
had been riding the rods got into uniform, or into muni- 
tion plants. The millions we couldn’t find for peace were 
found for war. 

Still the Canadian people made no real protest. They 
understood the difficulty. They knew there were real dif- 
ficulties, real constitutional hobbles on the men who were 
trying to help them, and they knew there was no easy 
solution, that these were new troubles and needed new 
cures. 

But I don’t think they would take it again. I don’t 
think they would listen quietly again, if a government were 
to say it was constitutionally unable even to try to give 
them work. 

We have here in Canada one of the great democracies 
of the world—we found that out during the war. It is a 
great free land, a rich land, a land of opportunity, or it can 
be. We have got to rise to this occasion, here and now, 
to make the Canadian democracy work as magnificently 
in peace as it has done during six years of war. 
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Old Figures in New Forms 


By W. A. McKague, M.A. 
Toronto, Ontario 


ge the financial statement be popularized, and if so is 

the accountant to lead or to follow the movement? 
This is a timely question, now that a few American corpora- 
tions have gone to the length of changing words which for 
generations have been accepted as conventional. It is a step 
beyond the “illuminated” reports of recent years—in which 
the same old forms and terms were merely supplemented 
by graphical and other illustrations. It invades the sanctum 
sanctorum of the accounting profession itself. 

If such changes provided a satisfactory answer to the 
question of public relations, accountants might gracefully 
accept them and even receive credit. But if they are an idle 
appeasement, and if at the same time they demand from 
the accountant a merely reluctant compliance, then they may 
do harm to the profession, by placing it in an unnecessarily 


subservient position. One of the essential requirements of , 


a profession is that its principles and its practices be de- 
veloped within itself and that outside influences be confined 
to a reasonable degree of co-operation to suit the conveni- 
ence of its clients. A medical doctor, for instance, pre- 
scribes a treatment in the light of what he and his profes- 
sion know. He is not a mere technician, fulfilling a demand 
imposed upon him by a customer. The accountant (in the 
broad sense including both accounting officers and auditors) 
is the man who is supposed to express the results of the 
business in forms and in terms which have been developed 
through accounting principles and practice. Like any other 
human activity, accounting should be progressive, and open 
to learning from without as well as from within. But if it 
is to be in any sense a profession, it must not prostitute 
itself to any change with which it is not in full accord. 


Public Relations a Complex Problem 
The value of a financial statement, as an agency for pro- 
moting harmony and understanding among owners, em- 
ployees, consumers and any others who may be concerned, 
is gravely handicapped by its own limitations. Essentially 
it is a report by the management to the owners. Any pro- 
gram for a broader use is liable to distort it into something 
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entirely different, and thereby impair its intrinsic value. 
The accountant, more than any other, should be on guard 
against any such confusion. This does not necessarily im- 
ply any blockade against industrial harmony. There are a 
dozen channels through which corporations can, if they so 
desire, explain their policies, and the same channels are 
open to labor unions which may wish to present their side, 
to consumer organizations, and to governmental agencies. 
This entire field is so controversial today that there seems 
to be prima facie case for keeping the financial statement, 
by reason of its intrinsic limitations, out of it. 

With this essential proviso, let us briefly review what 
has actually happened in the publication of annual reports. 
As issued to shareholders they used to barely fill the bill, 
while the financial section of the press was a zone of isola-. 
tion—a desert to the general reader but an oasis for the 
financial elite. Then with the heydey of personnel man-— 
agers, public relations counsellors, and vice-presidents in 
charge of this or that, there developed in management the 
thought that financial results were not a thing apart, that 
an accumulated surplus did not have to be hidden in small 
type under the money column but might instead be toler- 
ated as a tribute to economic solvency, while the operating 
deficit, if incurred, could be viewed as a contribution to 
economic stability. 

As a result of this change in viewpoint, there has been 
increased publicity of financial statements, and much elab- 
oration through worded reports of directors and officers, 
and other illustrative material. This is a reasonable and 
possibly a sound development, and of course quite outside 
the scope of the accountant or the auditor. He is concerned 
only with the accounts themselves, all the way from the 
original entries to the financial statement which is finally 
evolved. But this is exactly the point to which the move- 
ment has advanced, and it is therefore a matter with which 
the accountant must deal. The future standing of the ac- 
counting profession may depend upon the skill and the sense 
with which he handles the problem. 


The Balance Sheet Criticism 


Admittedly some of the accounting conventions and 
terms are open to criticism, but methods which have rea- 
sonably stood the test of time should not be abandoned 
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until definite improvements are devised. Take for example 
the term “balance sheet” itself. A lot of critics make fun 
of it. Yet some of them, who claim that the term assumes 
a balance which never exists in fact, and who urge that we 
substitute the words “assets” on the one hand and “liabili- 
ties” on the other hand, apparently have no objection to a 
“surplus” account which still produces the same kind of 
“balance” to which they object in the first place! 

What we have to contend with now is a real funda- 
mentalist, who objects to both methods, and who urges that 
this supreme effort of the accountant and the auditor, which 
used to be called a balance sheet and which in the broader 
sphere may have been termed a statement of assets and 
liabilities, should be headed as a “statement of financial posi- 
tion” or by words of similar import. 

When a balance sheet becomes a “statement of financial 
position”, and a profit and loss account becomes a “state- 
ment of operations”, there should first of all be careful 
consideration whether this new terminology implies or 
promises more than is actually fulfilled. 

Now what constitutes a financial position? There are 
assets, which include “current” items capable of being rea- 
lized upon at an early date, the fixed items in plant and 
equipment, and possibly some which do not come within 
these two main heads. And there are the liabilities, which 
likewise may be classified into current and capital, with 
capital stock and surplus capable of being treated as a lia- 
bility or as an equity according as you like to look at the 
picture. Whether you call this whole thing a balance sheet, 
or a statement of assets and liabilities, or a statement of 
financial position, is a mere matter of terminology. The 
mechanical sequences are trivial in importance. One of the 
new types chooses to show current assets first, then deduct 
current liabilities, leaving “working capital”, to which is 
then added fixed and other assets after depreciation, fol- 
lowing which the capital liabilities and the capital stock are 
deducted, thus arriving at a balance in surplus account. 
This is all a matter of arrangement, because the meat of 
the statement is in the individual items, and they are just 
the same as before, and are not easily changed as long as 
business and accounting procedure remain as they are. 
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“Statement of Operations” 

The real criticism, however, is against that part of the 
financial statement which used to be called profit and loss, 
and which in this particular case is termed “statement of 
operations”. Now, looking at the matter in a broad eco- 
nomic sense, what might one expect to find under a state- 
ment of operations? Number of products, number of ma- 
chines, number of employees, number of customers? Any 
one, or all, of these would be reasonable. But what does 
one find? Not a word of such information. It is the same 
old items, namely dollar amount of sales, cost of goods sold, 
profit on sales, and subsequent deductions, just as used to 
be found in the profit and loss statement. This, it is sub- 
mitted, is entirely inadequate as a statement of operations. 
It is nothing more than the old operating or profit and loss 
or income statement under a new label. 

If the accountant and the auditor finds that some of his 
old methods and some of his old terminology are obsolete, 
let him by all means revise them. But let him do so on 
his own initiative, and on his own ground. If accounting is 
to claim the status of a science, or that of a profession, then 
it must develop its own procedure, and be prepared to up- 
hold it. 


THE CHARTERED ACCOUNTANTS’ CLUB 
OF OTTAWA 
Reported by Ian Stevenson, C.A. 

At a well attended meeting of the Club on February 
26th, the members listened with close attention to an ad- 
dress by Mr. Blair Fraser, well-known radio commentator 
and Ottawa editor of Maclean’s Magazine, on the vitally 
important subject of Dominion-Provincial relations. The 
address was regarded by those present as one of the best 
of the many excellent addresses it has been the good for- 
tune of the Club members to hear, and it was considered 
to be of such great current interest that the speaker’s per- 
mission was sought for publication of the text in full in 
THE CANADIAN CHARTERED ACCOUNTANT. The speaker was 
introduced by the Club president, Mr. J. Harmer, and, fol- 
lowing a brisk question period in which the speaker showed 
his complete grasp of his subject, he was thanked on behalf 
of the Club, by Mr. M. Clements. 
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Current Accounting Literature 


By Frank S. Capon, C.A. 
Montreal, P.Q. 


_"~ outstanding recent speeches on Canada’s tax struc- 
ture have been reprinted in pamphlet form by the 
Canadian Retail Federation, Toronto. The first, by Beard- 
sley Ruml, was entitled “Taxation for Prosperity’ while 
the second, by G. S. Thorvaldson was on the subject “An 
Equitable Income Tax for Canada”. 
Post-War Pricing Problem 


The return to competitive conditions places emphasis 
once again on the importance of adequate cost analysis and 
of the cost price relationship. In the first article in the 1st 
February N.A.C.A. Bulletin, A. E. Grover discusses many 
of the factors involved in this problem, including manu- 
facturing costs, marketing costs, development costs, ad- 
ministrative costs, and profit. An interesting schedule is 
included showing a work sheet for adjusting costs to prices. 


Accounting for Fully Depreciated Assets 


Another article on the effects of fully depreciated war- 
time assets on operating statements and balance sheets is 
included in the 1st February N.A.C.A. Bulletin. W. Y. 
Armstrong covers the subject under the four headings tax- 
ation, cost accounting, financial accounting, and insurance. 


Airline Accounting 


Some aspects on the specialized subject of airline ac- 
counting are discussed by C. A. Zarini in the above bulletin. 
The requirements of the aeronautical regulations are sum- 
marized, and some of the problems of organization, revenue 
accounting and auditing, outstanding tickets, and honouring 
tickets of other lines, are outlined. 


PUBLICATION ADDRESSES, AND PRICE PER COPY POSTPAID 


Accountancy, Incorporated Accountants’ Hall, Victoria Embankment, London, W.C. 
2, Enyvland. 16 shilling. 

Accountants’ Magazine, 23 Rutland Square, Edinburgh, Scotland. 1s. 3d. 

re Review, School of Commerce, Northwestern University, Evanston, Ill, 

$1. 

The Accountant, Moorgate Place, London E.C. —. = shilling. 

The Controller, 1 East 42nd St., New York, N'Y. 50 ce 

Cost and Management, 66 King St. East, Hamilton, Ont. "Ss cents. 

Harvard Business Review, Harvard University, Boston, Mass., U.S.A. $1.50. 

Journal of Accountancy, 13 East 41st St., New York, N.Y. 36 cents. 

The Internal Auditor, 39 Atlantic Street, Stamford, Conn., U.S.A. $1 

National Association of Cost Accountants, 385 Madison Ave., New York. 75 cents. 

Taxes—The Tax Magazine. CCH Canadian Limited, 81 Willcocks St., Toronta 
Ont. 35 cents. 
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CURRENT ACCOUNTING LITERATURE 


Managerial Functions of Factory Accountant 

The 15th February N.A.C.A. Bulletin contains an article 
by C. E. Jarchow on the duties and responsibilities of the 
factory accountant as a part of management. He must as- 
sist in the solution of three main problems of factory man- 
agement, namely: how can the factory be operated more 
efficiently? how can better costs or a better product be 
obtained? and how can the factory be made a more satis- 
factory unit for owners, employees and customers. The 
specific points on costing include marginal or out-of-pocket 
costs, inventory costing, costs for pricing, historical costs, 
budget costs, cost reductions and comparisons. If the fac- 
tory accountant assumes all of these varied responsibili- 
ties he becomes a very important part of management. 

Payroll Practices and Procedure 

The detailed article on payroll practices and procedures 
by I. J. Zavodney in the 15th February N.A.C.A. Bulletin 
includes many illustrations of payroll forms, time cards and 
so forth. As a case study, it covers all the major steps 
in setting up a payroll procedure from the establishment 
of the work week and job analysis, to the earnings record 
and pay distribution. 

Inventory Pricing 

Another important article on inventory pricing, this time 
by Mr. H. Stans, is included in the February issue of The 
Journal of Accountancy. In discussing the various funda- 
mental phases of the inventory valuation problem, Mr. 
Stans stresses the gradual switch in emphasis from bal- 
ance sheet to income statement, with the consequent change 
in importance from conservative valuation to proper alloca- 
tion of costs to periods. In the final analysis, claims the 
article, inventory valuation must be based on costs, but all 
costs may not be included in inventories—particularly these 
which have no value for future periods. As a discussion 
of basic principles the article makes a definite contribution 
to current accounting literature. 

Reports to Stockholders 

In calling on professional accountants to use their in- 
fluence for increasing the value of annual reports to share- 
holders, A. J. O’Hara in an article in the February Journal 
of Accountancy has raised some points that are not fre- 
quently discussed. The growing importance on the narra- 
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tive report accompanying formal financial statements is em- 
phasized, as also is the desirability of providing long-term 
financial statistics and some indication of expected future 
trends. 
Accounting for War Costs 
Mr. W. Nissley has contributed an interesting article on 
the allocation of costs incurred after the war but attribu- 
table to wartime operations, in the February issue of The 
Journal of Accountancy. While wartime operations ceased 
in almost all cases during 1945, many costs such as rear- 
rangement of plant for commercial production, demobiliza- 
tion of excess wartime employee force, deferred repairs, 
and so forth, will continue for some time. Mr. Nissley sug- 
gests that such costs should not be permitted to affect the 
profits of periods concerned solely with peacetime commer- 
cial operations and lays particular emphasis on the impor- 
tance of the discolsure of the accounting treatment of such 
costs. 
Accountants and Lawyers 
The professions of law and accountancy frequently con- 
flict particularly in the field of taxation where both account- 
ants and lawyers are constantly giving professional advice 
to clients. In order to reach a basis for co-operation and 
mutual understanding, the two professions in the U.S. are 
in process of discussing their various problems, and while 
complete agreement has not yet been reached much pro- 
gress has been made. An interim report on this national 
conference is included in the February issue of The Journal 
of Accountancy. 
Company Law Amendments 
A speech by Mr. T. B. Robson of Price, Waterhouse & 
Company (England) on this subject is reprinted in the 2nd 
February issue of The Accountant. Since Mr. Robson was 
one of the two members of the U.K. Institute to present its 
brief to the Cohen Committee, he is in a position to give an 
authoritative review of the thinking behind the main recom- 
mendations in the brief. 
Appraisal of Fixed Assets 
Some of the problems affecting appraisals of fixed assets, 
particularly depreciation, appreciation and obsolescence are 
discussed in a short article by W. V. Burrell in the February 
issue of The Controller. While this is one of the briefer of 
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the recent articles on the subject, it stands out because of 
the clear and concise treatment of these difficult fixed asset 
accounting points. 
Industrial Engineering 

Accountants are taking a growing interest in the field of 
industrial engineering—in fact, are taking their rightful 
place in the lead of that part of industrial engineering work 
related to accounting and office procedures. The article by 
John B. Thurston entitled “Industrial Engineering as an 
Aid to the Controller” in the February issue of The Con- 
troller will therefore be of wide interest. Mr. Thurston 
explains in some detail the principal aims of industrial en- 
gineering and points to many of the important tangible 
savings that automatically result from sane planning and 
scientific management. Neither professional nor industrial 
accountants can afford to ignore the potential benefits of in- 
dustrial engineering to their clients or their employers. 


Authority and Responsibility of the Controller 

“The Controller—His Authority” is the title of an ar- 
ticle by W. G. Bailey in the February issue of The Con- 
troller. Broken down into sections covering the position 
of controller, its limitations, the commands and instructions 
of controllers, channels of communication, personnel, and 
the individual himself, the article deals with each in some . 
detail, and ends with an excellent list of observations on 
the conduct of controllers. This last might well be called 
the eighteen commandments for accountants in industry— 
don’t miss them! 

Internal Auditing 

D. S. Grubbs discusses the objectives of internal auditing 
in the February issue of The Controller and lists the three 
main aims as: (1) To see that authorized procedures and 
policies are being followed. (2) Ascertain that these pro- 
cedures are adequate to guard against fraud at a reasonable 
cost. (3) Observe opportunities for increasing profits. 

The emphasis is on the procedure audit, not the check- 
ing of mathematical and bookkeeping accuracy, and Mr. 
Grubbs points out that insurance against fraud is usually 
much cheaper than the cost of audits aimed solely at fraud 
discovery. The statement of principles to be followed in 
drafting audit reports is excellent. 
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DOMINION ASSOCIATION OF CHARTERED 
ACCOUNTANTS MID-YEAR EXECUTIVE 
MEETING 
Report by C. F. Elderkin, C.A., President 


( iow mid-year meeting of the executive committee was 
held in Toronto February 28 - March 1, with a full at- 
tendance of the seven members of the committee. 


At the time of the sudden death of the late Austin H. 
Carr, the Association was able to secure the services of 
Mr. W. A. McKague as secretary. Mr. McKague assumed 
those duties on the understanding that he would act only 
during the war years and he has now submitted his resigna- 
tion but has been asked to continue until September 30th, 
1946. He has agreed to remain until that date if his other 
duties do not necessitate his departure. Arrangements in 
respect of a successor appear later in this report. 

Reports were submitted to the meeting by the respective 
chairmen of the committees on accounting research, educa- 
tion and examinations, legislation, magazine and publica- 
tions and post-war planning. 

It was the opinion of the executive that the accounting 
research committee could best function if authorized to pre- 
pare and publish reports on its own responsibility. The 
committee is to be enlarged and the personnel will include 
representatives from both large and small practising firms 
and from educational bodies. The reports will be the op- 
inions of the members of the committee and will be pub- 
lished as such, together with dissenting views if unanim- 
ity is not possible. 

Last August the Dominion council authorized the exe- 
cutive committee to engage the services of a full time re- 
search director. It would appear that the duties of re- 
search director and secretary can be advantageously com- 
bined if the latter is not required to act as editor of the 
magazine and be responsible for its publication. We have 
been very fortunate in securing for this dual position Mr. 
Cc. L. King, of Edmonton, Alberta, who will assume his 
new duties on September Ist of this year. Mr. King ob- 
tained the degree of Bachelor of Commerce from the Univer- 
sity of Alberta in 1937 and became a chartered accountant in 
1940. In the final examination he received the gold medal 
of the Alberta Institute, which is awarded to the student 


238 











; 





MID-YEAR EXECUTIVE MEETING 


with the highest standing in the province. He continued 
in practice until October, 1942, at which time he was ap- 
pointed executive assistant to the President of the Univer- 
sity of Alberta. Your committee wish to express apprecia- 
tion to the President and Governors of the University who, 
at considerable inconvenience to themselves, have arranged 
to release Mr. King. 

The education and examinations committee reported on 
the results of the last examination and on their plans for 
1946. The board of examiners have been giving their con- 
sideration to a change in examination dates and are placing 
their recommendations before the institutes in order that 
this change may be made if found desirable. In future 
years the first prize winner in the uniform examination 
will be invited to attend the ensuing annual meeting as a 
guest at the expense of the Dominion Association and at 
that time he will be presented with the gold medal of the 
Association and a certificate stating that he has received 
this award. 

The legislation committee is now engaged in preparing 
pre-budget recommendations to the Minister of Finance, 
based on suggestions received from members. This brief 
will again be prepared in conjunction with a similar com- 
mittee of the Canadian Bar Association. In addition a 
special sub-committee has been preparing a brief which 
will be presented to the Senate committee on taxation and 
which later will be published in the magazine. It represents 
a great amount of work on the part of this sub-committee 
and will, we believe, receive approval of all members. 

It was reported that legislation in respect of the profes- 
sion in the Province of Quebec was still under discussion 
and that a bill would probably be presented in the legisla- 
ture of that province during the current session. 

A special committee was appointed to meet with a com- 
mittee of the Canadian Underwriters’ Association with a 
view to preventing legal action by surety underwriters 
against members of the Association unless such action is 
warranted by the relevant facts. The American Institute 
of Accountants has successfully concluded such an agree- 
ment and it is hoped that a similar arrangement can be 
made in Canada. 

The magazine and publications committee reported in 
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respect of the magazine a steady growth of interest and 
circulation and made a strong request for more contribu- 
tions from members and for information to be published in 
respect of the work of the various committees. The execu- 
tive committee fully endorse the recommendations and this 
report is, we hope, the forerunner of further ones of like 
nature. 

To replace Mr. McKague as editor of the magazine, Mr. 
R. F. Bruce Taylor has kindly consented to carry out these 
duties for a period after Mr. McKague’s departure. Mr. 
Taylor has been chairman of the editorial committee for 
several years and we are very grateful to him for accepting 
this added responsibility. It is the opinion of your execu- 
tive that within a very short time arrangements should be 
made to obtain a full-time member of the Dominion secre- 
tariat to act as magazine editor and assistant secretary. 

The post-war committee submitted a lengthy and excel- 
lent report containing suggestions and recommendations 
regarding (a) double taxation on corporate income, (b) 
joint administration of Dominion and provincial taxes, (c) 
tax legislation and administration. The report is an out- 
standing contribution and the executive placed on the min- 
utes a vote of sincere appreciation to the chairman and 
members of this committee for the manner in which they 
had carried out their long and arduous assignment. The 
report is being submitted to members of the Dominion coun- 
cil for comments before publication in the magazine. 

September 10-12 were approved as the tentative dates 
for the annual meeting which is to be held in Montreal and 
which is to be preceded on September 9th by a meeting of 
committees and Dominion council in Quebec City. Members 
will be informed of the final program at a later date and 
our confreres in the Province of Quebec are looking for- 
ward to a large attendance from other institutes. 


Personals 


William F. Reid, chartered accountant, announces that 
John R. Hardie, chartered accountant, who has been on 
leave of absence for the past three and one-half years, 
while serving with the Canadian army, has now returned 
and has been admitted as a partner. The new firm will 
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practise under the name William F. Reid & Co., chartered 
accountants, 516-518 Lancaster Building, Calgary, Alberta. 

John C. Oswald, C.A., Vancouver, B.C., announces admis- 
sion to partnership of John T. Watt, C.A. (Wing Com- 
mander, R.C.A.F.—retired), and that they will practise their 
profession under the firm name of John C. Oswald & Co., 
Royal Trust Building, Vancouver, B.C. 

Joseph Ste-Marie, C.A., and Jean-Rene Legault, C.A., 
announce the opening of an office for the practice of their 
profession under the firm name of Legault & Ste-Marie, 
chartered accountants, 601 Metropole Building, 4 Notre 
Dame Street East, Montreal, P.Q. 

Seiberling Rubber Company of Canada Ltd., announces 
the appointment of Deryck G. Richards, C.A., as comptroller 
of the company. At a directors’ meeting, following the an- 
nual shareholders’ meeting on March 1, Mr. Richards was 
elected a director and secretary-treasurer of the company. 
Mr. Richards has been associated with Clarkson, Gordon, 
Dilworth and Nash, Toronto, for the past fifteen years. 

Wm. C. Benson & Company, chartered accountants, To- 
ronto, announce the admission to partnership of Wing Com- 
mander G. A. MacDougall, C.A. 

McDonald, Currie & Co., chartered accountants of 
Montreal, announce that the following have been admitted 
to partnership. All of these new partners have been as- 
sociated with the firm for a number of years. Montreal: 
B. M. Adair, Miss Eunice C. Bancroft, Lucien Boutin, T. 
P. Brown, K. P. Farmer, J. R. Hendry, C. H. Hulme, L. 
M. Nelson, C. M. Russel, C. E. C. Stewart; Quebec: P. 
Bruneau, J. F. O’Neill; Ottawa: R. Ferrier Burns, W. I. 
Cochrane, E. D. Lafferty ; Toronto: R. B. Dale-Harris; Saint 
John, N.B.: G. F. Abbott. 

Douglas A. Ampleford, C.A., and G. Harold Craig, C.A., 
announce the formation of a partnership for the practice 
of their profession, under the firm name of Ampleford, 
Craig & Co., with offices at 217 Bay Street, Toronto. 

P. C. Metherell, C.A., announces the admission to part- 
nership of Stanley G. Jackson, C.A., at present associated 
with the Wartime Prices and Trade Board. The practice 
will be carried on under the firm name of Metherell & Jack- 
son and will have offices in the Huron & Erie Building, 7 
Hughson Street South, Hamilton, Ontario. 
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Provincial News 


Alberta 

The Institute of Chartered Accountants of Alberta an- 
nounces that the following were successful in the December 
1945 examinations: 

Final: George C. Berge, Edmonton; Charles H. Douglas, 
Edmonton; John H. Phillips, Edmonton; William K. Tan- 
ner, Edmonton; Arnold V. Johnston, Calgary; James C. 
Miller, Calgary; John A. Williams, Lethbridge. David J. 
Grier and James P. French, both of Calgary, were granted 
supplementals. 

George C. Berge was recommended to be awarded the 
’ Institute gold medal for having obtained the highest marks 
in the final examinations and honours. 

Intermediate: Joseph Faller, Edmonton; William G. 
French, Calgary; Charles W. Hay, Calgary; Robert B. Mac- 
Kinnon, Calgary; Gordon §S. Stark, Calgary; Earland W. 
Clarke, Lethbridge; Allen L. Crummer, Lethbridge; Jack 
A. Marles, Lethbridge. 

Gordon S. Stark was recommended to be awarded the 
Institute silver medal for having obtained the highest marks 
in the intermediate examinations and honours. 

Primary: David L. G. Porter, Edmonton; Wilbert E. 
Schell, Edmonton; Gordon E. Woodman, Edmonton; Roland 
H. Johnson, Calgary; Ralph B. Ward, Calgary. 

Wilbert E. Schell was recommended to be awarded the 
Institute bronze medal for having obtained the highest 
marks in the primary examinations and honours. 


British Columbia 

For the second consecutive year a student of the In- 
stitute of Chartered Accountants of British Columbia has 
attained the highest marks in the Dominion of Canada for 
the chartered accountants uniform intermediate examina- 
tions. For this attainment Arthur Phillips Downs of Van- 
couver has been awarded the silver medal of The Dominion 
Association of Chartered Accountants, as well as the silver 
medal of the Institute of Chartered Accountants of British 
Columbia for the highest standing in B.C. 

The Institute’s gold medal for the highest standing 
among the British Columbia candidates for the final uni- 
form examinations has been won by Henry Dennis Selby- 
Hele of Vancouver, 
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The results of the examinations, held in December, 1945, 
have been announced as follows: 

Qualifying in the final examinations for membership in 
the Institute are H. D. Selby-Hele, D. M. Walker and R. F. 
Rudd of Vancouver and J. C. Melville of Victoria. 

In the intermediate examinations: First A. P. Downs, 
second D. H. Dunn of Vancouver, and other successful can- 
didates were F. R. Darling, D. E. Fenton, M. Gandossi, Mrs. 
M. F. Goodwin, B. E. Harrison, G. C. B. Kellett, R. M. Pol- 
lock, Mrs. M. E. Redford, and R. L. Worsley, all of Van- 
couver, G. W. Holmes of Victoria and H. R. Hobson, Kel- 
owna. 

In the primary examinations, the following were success- 
ful: Miss J. H. Beddome, P. G. Blades, T. R. Cobb, Miss M. 
Cowley, J. B. Ewing, F. Graham, Miss C. M. Hacking, H. 
R. Hender, G. E. Holmes, J. J. Hope, G. E. B. Housser, Alex. 
Hunter, J. H. King, W. H. Kitto, P. L. McCall, B. C. Morton, 
D. L. Rumball, R. Shand, F. C. Thorneloe and Miss E. Wragg, 
all of Vancouver, J. I. Rawlinson of Victoria and J. Butcher 
of Kelowna. 

Nova Scotia 

The Institute of Chartered Accountants of Nova Scotia 
announces that the following candidates have been success- 
ful in the uniform examinations of the provincial institutes 
for the year 1945: 

Final: T. C. Hudson, J. A. Marven, A. H. Ritcey. 

Intermediate: C. N. Kennedy. 

Primary: C. G. Blakeney, A. G. Conrad, G. L. Doucet, 
R. E. Goodwin, W. J. F. Hanright, E. M. Hunter, S. N. Ink- 
pen, A. W. Sarty, W. G. Thompson. 

Ontario 

The successful Ontario candidates at the recent exam- 
ination were presented with their certificates of membership 
at a convocation held on Friday afternoon, March 1, 1946. 
Addresses were given by President C. A. Patterson, F.C.A., 
Past President E. J. Howson, F.C.A., on behalf of the Board 
of Examiners in Chief, and Professor R. G. H. Smails, C.A., 
on behalf of Queen’s University. 

Mr. Patterson presented the diplomas and afterwards 
with a number of members held an informal reception for 
the graduates and their friends. The convocation, an inno- 
vation this year, was considered a complete success. 
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Quebec 

The Society of Chartered Accountants of the Province 
of Quebec announces that the following students have 
passed the 1945 qualifying examinations for admission to 
the Society: F. J. Bastien, A. L. Bell, D. D. Bishop, E. Bois- 
sonnault, J. P. Bolduc, R. Brodeur, G. Camirand, R. Char- 
bonneau, F. Choquette, Pierre Coté, C. Coulombe, M. De 
Coster, G. G. Deschamps, J. Desmarais, M. Dubin, J. J. 
Fortin, O. Friefield, A. Galarneau, B. Garmaise, R. Gauvin, 
E. Grearson, D. L. Hart, A. F. Knowles, S. Kwiat, J. Lebel, 
L. Méthot, G. Mongeau, G. Murray, Y. Normandeau, Y. 
Normandin, R. Poupart, R. W. Robert, R. A. Russell, H. 
Schwartzbien, I. J. Sheinman, G. M. Simpson, J. W. Simp- 
son, Miss E. Smart, D. W. Sutherland, R. Théberge, C. F. 
Wellstead. 

Prizewinners—Final Examination: Saul Kwiat—Domin- 
ion Association gold medal and cash prize for obtaining 
highest marks in the Dominion and Quebec Society’s gold 
medal and cash prize for obtaining highest marks in the 
Province. Maurice De Coster—Dominion Association silver 
medal and cash prize for obtaining second highest marks in 
the Dominion and Quebec Society’s cash prize for obtaining 
second highest marks in the Province. 

Granted Supplemental Examinations: James Aitken, G. 
Billette, E. A. T. Brown, H. P. Demers, H. Gillman, J. T. 
Kearney, P. Lachance, C. Legaré, I. London, E. R. Matthews, 
J. E. Munro, D. J. Nicol, H. Rosenzveig, P. Séguin, Miss 
M. Sidorchuk. 

Intermediate: The following were successful in passing 
the intermediate examination of the provincial institutes: 
Howard Asner, N. Bacal, J. W. Beaton, René Boily, N. R. 
Brining, L. Cordes, E. P. Delaney, L. Epstein, H. Finkle- 
stein, J. Fortier, S. Freed, L. P. Gold, G. R. Graham, S. 
Grossman, W. T. B. Haines, D. P. Holmes, P. H. Irwin, 
A. M. Lindsay, E. J. Lutfy, Robert Noel, R. Normandeau, 
G. Robitaille, R. Scroggie, James Smart, T. D. Thorpe, A. IL. 
Wexler. 

Prizewinners—Intermediate Examination: A. I. Wexler 
—Quebec Society’s silver medal and cash prize for obtaining 
highest marks in the Province. P. H. Irwin—Quebec So- 
ciety’s cash prize for obtaining second highest marks in 
the Province. 
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R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 

We received the other day a letter evidently intended 
for publication but which we are unable to publish because 
the writer, signing with a pen-name, omitted to give his 
proper name (or address) as an evidence of his good faith. 
We would take this opportunity of reminding prospective 
correspondents that while pen names can be used for pub- 
lication nothing can appear unless its author’s identity is 
revealed in confidence to the editor. 

The letter in question contained certain proposals in re- 
gard to the recent examinations and these included a sug- 
gestion that the papers of an unsuccessful candidate should 
be returned to him “properly annotated” so that he might 
learn just what was responsible for his failure. Now we 
have nothing whatever to do with the Institute examina- 
tions nor have we any knowledge of the views held by those 
who do have that responsibility, but from our fairly exten- 
sive experience with examinations in other fields we can 
make two observations on that suggestion. One is that an 
examiner has a heavy enough task in assessing accurately 
the worth of a paper without engaging in the entirely dis- 
tinct and additional task of writing on the paper such ex- 
planations as would be appropriate comment by an instruc- 
tor on a practice exercise. (The marks made by the exam- 
iner for his own purposes would, for the most part, be un- 
intelligible to the candidate.) Another observation is that 
a candidate who has not learned from his practice exercise 
work (which would presumably include some “tests”) and 
from his recollection of his performance in the examina- 
tions, the nature of his own weaknesses as an examinee is 
not likely to profit greatly from the return of his examina- 
tion papers. The sad fact has to be admitted that even if 
a candidate is shown his paper (we know of no instance in 
which possession of the paper is surrendered) he is gener- 
ally much more concerned with learning what was wrong 
with the examiner than what was wrong with himself. 
Meanwhile we suggest to our anonymous correspondent that 
perhaps his chances of success in examinations, even in 
professional examinations, would be improved if he paid 
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careful attention to such humble matters as spelling and 
grammar. 
* e * 

We have received from the Commerce Club of Queen’s 
University a review copy of a publication called “The Com- 
merceman”. This is the first issue of what is planned as a 
semi-annual organ of the club and is arranged in five parts, 
viz: articles, book reviews, synopses of final year theses, 
graduate notes and club activities. The articles include 
“Economic Problems of Post-War Employment” by W. M. 
Urquhart, “Scientific Personnel Selection”, edited by D. W. 
Slater, “The Businessman and Local Government” by K. G. 
Crawford, and “The Army Can Run an Efficient Business” 
by J. W. Bannister. The books reviewed include Professor 
C. A. Ashley’s “Corporation Finance”. Altogether this is 
a lively and instructive fifty cents worth of reading matter 
and we offer to the newcomer our best wishes for prosperity 
and long life. 


PUZZLE 


A room is thirty feet long, twelve feet wide and twelve 
feet high. On the middle line of one of the smaller side 
walls and one foot from the ceiling is a spider. On the 
middle line of the opposite wall and eleven feet from the 
ceiling is a fly. The spider catches the fly by crawling all 
the way to it, the fly, paralyzed by fear, remaining still. 
What was the length of the shortest route the spider could 
follow? Would he follow this route if his intelligence was 
no higher than human? (This second question is optional.) 


SOLUTION TO LAST MONTH’S PUZZLE 


Problems of this type can be solved by counting but it 
is impossible to give a general rule. In this case those to be 
saved, reckoning from the first man counted, must occupy 
the places: 1, 2, 3, 4, 10, 11, 13, 14, 15, 17, 20, 21, 
25, 28, and 29. 


PROBLEMS AND SOLUTIONS 

THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 

Solutions presented in this section are prepared by practising mem- 
bers of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordiaily invited. 
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PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER, 1945 
Accounting I, Question 1 (20 marks) 

The X Manufacturing and Trading Company has operated a branch 
for the past year. Shipments to the branch are billed at selling price. 
The branch carries its own accounts receivable, makes its own collec- 
tions and pays its own expenses. The following transactions took 
place during the year: 

Merchandise sent to branch at selling price (cost $76,000) ....$95,000 


PURIST MER EE INN 6155.55 cb b bse bee seb ae ease bis ees belie eee 90,000 
Te U PURO OU DU REIORD aio db 56 oso sides creeeieeesucceees 85,000 
Ra UMN ON OD aos ko oo oS eis abind daa bene cedensesess 4,500 
RnR th NINE MUNI 6 5 5.5 ass 8.4 ie Sib 4.605 0 bdo aie Nee RN doce 81,000 


Inventory at branch at close of year at selling price $5,600 re- 
priced by head office at $4,200. 
The head office trial balance at the close of the year is as follows: 


EEN Ree Seciuleca's sin coe o's 0s oiS5 184 He Se 8 WaK ob eae $150,000 
RN oe sae a sais Cob idis DeSean ses as shea eee eee $ 68,000 
IN acti isles eiealeg wis once sible wa ee eiareiaie'a bs oe sieisias 6,000 
PE RINUINED 656.560 5 i. eKs Seo 6 ss copies cecdens 23,000 
Re IEE Sexi'c cas 4is19.4:s 6 sik s annlew ew wusew.e~ aes 6,000 
Se CRIN Von sc cyys aaa a iasg b wialdcSa Seid sie S'S Viele we 40,000 
oS) eer nee re ee 95,000 
PUES GUO 6 si vesk ec ticnccscesesséeens 5,000 

MME 2a ilon a hake skins + 3a se an as bee ae 3,000 
ENN RUMEN EMOINIS oisSc: 5.2) accra w wiavelaibrdcete a aie W eteleimeiece aime we 14,000 
RE Fe ig 6S ke 4550 4:55 Sis Wind We ew aes wale ealeiels 44,000 








Inventory at end of year $35,000. 

Depreciation on furniture to be charged at 10% per annum. 
Required: 

(a) Journal entries without explanations in parallel columns for 
the transactions of the branch for the year as they would be recorded 
in the branch and head office books. 

(b) Branch closing entries, 

(c) Head office closing entries. 

(d) Consolidated profit and loss stutement of head office and 
branch. 

(e) Account for any discrepancy you may discover. 


A SOLUTION 
(e) Journal entries on head office and branch books respectively. 


BRANCH BOOKS 
Merchandise 
from H.O. ...$95,000 
H.O. Current... $95,000 
Accounts 
receivable ... 90,000 
REE. SiGe vines 90,000 
GEN. Gs Gicresinws 85,000 
Accounts receiv- 
BE Siiewheos 85,000 
Expenses ....... 4,500 
Nestea oteathas 4,500 


Re cee eases 81,000 
APRIL 1946. 


HEAD OFFICE BOOKS 
Branch Current ..$95.000 
Shipments to 
Branch ..... $95,000 


CMM ce tecacewas% 81,000 
Branch Current 81,000 
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(b) Branch closing entries 
Sales $90,000 
Inventory 
Head office current 
Merchandise from head office $95,000 
Expenses 4,500 


Head office closing entries 
Branch profit and loss 
Branch current $ 3,900 
Shipments to branch 
Purchases 76,000 
Reserve for unrealized profit in branch 
inventory 1,400 
Branch profit and loss 17,600 
Branch profit and loss 
Reserve for depreciation ‘ 300 
Profit and loss 
Purchases 74,000 
Expenses 6,000 
Reserve for depreciation 500 
Inventory 
Me ca taasuacosussu~ soeskae oun een esene saad 
Profit and loss ‘ 103,000 
Profit and loss 
Branch profit and loss 
Surplus 35,900 
(d) Consolidated profit and loss statement of head office and branch 
Branch Head Office Total 
$90,000 $ 68,000 $158,000 


Less: Cost of sales 
Purchases 150,000 150,000 
76,000 76,000 


$76,000 $ 74,000 
35,000 39,200 


$71,800 $ 39,000 $110,800 


Gross profit on sales $18,200 $ 29,000 47,200 


Deduct 
Expenses 6,000 10,000 
Depreciation 500 


$ 4,800 $ 6,500 


Net profit $13,400 $ 22,500 


(e) Discrepancy noted 

The merchandise was billed to the branch at selling price $95,000. 
The sales $90,000 and the closing inventory at selling price $5,600, add 
to $95,600. Total selling price of merchandise sold and on hand are 
greater than the billed price. It must be that selling prices increased 
after the billing. 





STUDENTS’ DEPARTMENT 


PROBLEM II 
FINAL EXAMINATION, DECEMBER 1945 
Accounting I, Question 1, (30 marks) 

The A.B.C. Company Ltd. (incorporated under the Dominion Com- 
panies Act has arranged with an investment dealer, X and Company 
Limited, to issue a new series of first mortgage bonds, the proceeds 
of which will be used to redeem the presently outstanding bonds, to 
repay the company’s bank loans, and to provide additional working 
capital. You are asked by the company to prepare a pro forma bal- 
ance sheet as at 3lst December 1944, giving effect to the proposed 
issue, for inclusion in the prospectus. Your investigation produces the 
following information: 

1. A trial balance of the company’s general ledger at 3lst Decem- 
ber 1944, after closing entries is as follows: 

DR. CR. 
Imprest cash funds 1,000 $ 
AGCOUNIH TOCCIVEIIS ics diccscccscsecess seccse 600,000 
Reserve for doubtful accounts 20,000 
Inventories 
Bueres of DE: Company TAG. 2. cccsscccsceses 
Land 
Buildings and equipment 
Prepaid insurance and expenses 
Bank loan 332,000 
Accounts payable 400,000 
Reserve for taxes 200,000 
First mortgage bonds 700,000 
Common stock (5,000 shares) 500,000 
Reserve for depreciation 750,000 
Surplus 894,000 


$3,796,000 $3,796,000 


2. You are satisfied that the above balances are correct, but they 
do not include the post-war refund under the Excess Profits Tax Act, 
which is estimated at $50,000, and the directors request that this be 
set up in a special surplus account on the pro forma balance sheet. 

3. D. E. Company Ltd. is a private but not a subsidiary company. 

4. The first mortgage bonds outstanding can only be redeemed 
on ist August in any year, and at a price of $101 per 3100 bond. 
Those now outstanding include $100,000 of 4% serial bonds, $50,000 of 
which are due on 1st August 1945 and $50,000 on ist August 1946, the 
balance being 444% sinking fund bonds due Ist August 1952. 

5. The new issue, to be dated 15th March 1945, will be sold to 
X and Company Limited investment dealers at a price of $99 per 
$100 bond and will include 3% serial bonds maturing in $50,000 in- 
stalments on 15th March each year 1946 to 1959 inclusive, and $550,000 
4% sinking fund bonds maturing 15th March 1965. 

6. Legal expenses, etc., are estimated at $11,000 and may be writ- 
ten off to surplus account along with premium and discount on bonds. 
Required: 

Prepare the pro forma balance sheet in the form in which it 
should be presented in the prospectus (it is not necessary for this 
question to prepare an audit certificate). In order to give all detail 
ordinarily found on a published statement you may make any assump- 
tions necessary as to asset valuations, common stock authorized, etc. 
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A SOLUTION 
A.B.C. COMPANY LTD. 
(Incorporated under the Dominion Companies Act) 
PRO FORMA BALANCE SHEET 
AS AT 3lst DECEMBER 1944 
After giving effect to: 

(i) The maturing of $50,000 of the company’s first mortgage 4% 
serial bonds on Ist August 1945. 

(2) The redemption on list August 1945 of the balance of the 
company’s presently outstanding first mortgage bonds as fol- 
lows:— 

$ 50,000 4% serial bonds due lst August 1946 
600,000 414% sinking fund bonds due ist August 1952. 

(3) The issue and sale to X and Company Limited of first mort- 
gage serial and sinking fund bonds to be dated 15th March 
1945 as follows:— 

$700,000 3% serial bonds maturing in fourteen equal in- 
stalments of $50,000 each on 15th March 1946 to 1959 
inciusive. 

550,000 4% sinking fund bonds maturing 15th March 1965. 

(4) The repayment of the company’s bank loans. 


Current assets: ASSETS 
[oe NE Soa a cine k Gu baa ke wae SabuawAnese $ 189,000 
Accounts receivable less reserve for bad debts 480,000 
Inventories, as determined and certified by 
officials of the company and valued at the 
lower of laid down cost or market value 1,350,000 


$2,019,000 
Fized assets: 
SCM ch csks use hisndad eee subewa ss $ 25,000 
Buildings and equipment at cost $1,850,000 
Less reserve for depreciation .... 750,000 1,100,000 
——————_—_ ————___ 1,125,000 
Investment in shares of private company, at cost 55,000 
Prepaid insurance and expemses ............ese+- 15,000 
Refundable portion of excess profits tax ......... 50,000 
$3,264,000 
Current liabilities: LIABILITIES ge eer 
I IED 6 aioe bees w pews wo $ 400,000 
Reserve for income and excess profits taxes.. 200,000 
——— $_ 600,000 
First mortgage bonds: 
To be issued 15th March 1945— 
3% serial bonds due 1946 to 1959 in- 
; MINS: Suc¥sausneovesuscaausesacee $ 700,000 
4% twenty-year sinking fund bonds due 
SOD chickivsSesnebusaw ask0h shoe swnn 550,000 
Capital: ———— __ 1,250,000 
Authorized and issued 5,000 common shares 
Dee ML Boas ncbscnee sh iewssosenwenn $ 500,000 
Surplus: 
Re IE 5 xc ssbsevnsceniwesesws eases 864,000 
Special surplus represented by refundable 
portion of excess profits tax ............ 50,000 1,414,000 


$3,264,000 
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